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Where Do Utility Regulatory 
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By Robert E. Stromberg 





New Electric 
Health Appliance cag 
for home and office 


The new FRESHND-AIRE 00m convitioner AND HUMIDIFIER 


> ~Y 
f} | 


It’s plugged in | 


during WINTER “VA a 


Ends dry, parched, ~ Sys 
overheated indoor air. \ Jee | 
Helps reduce “colds”, t | z 
coughs, raw throats by 
providing healthful, a 


moisturized air. Filters 


It’s plugged in 
during SUMMER 


Tests prove that the new 
Fresh’nd-Aire Room Condi- 
tioner and Humidifier removes 
as much as 97% of ragweed ( 
| KN 
re a 


pollen from room. Thousands ‘ 
; os 


of hay fever victims are enthusiastic 


about this remarkable new appliance. 
The new “Fresh’nd-Aire” helps end 
sleepless, misery-filled nights—promo- 
ting healthful rest in clean, washed air. 


out dust, dirt, smoke and odors. Pro- 
tects home furnishings. Effects savings 
on space heating costs, giving more 
comfort at lower room temperatures. 


QUICK FACTS—Circulates 13,000 cu. ft. of moisturized air into room per hour. Easily 
portable. Needs no water pipe connection. Designed for use by home owners and renters. 
Approved by Underwriters’ Laboratories. 115 volts AC, 60 cycles. 


Write for complete information 


&  FRESHND-AIRE COMPANY 


A Division of CORY CORPORATION 


Makers of the famous FRESH’ND-AIRE CIRCULATOR 


‘Successor to the Fan” 


221 North LaSalle Street 


2 


Chicago 1, Illinois 
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THE MARK: OF 
‘SUPERIORITY 
INA 
GAS BURNER 


The name Barber is a symbol for the finest in gas burners. This has been 
true for over 30 years. 


No. 324-B Barber Burner 


No. 47-1088 
Barber Burner 


Barber has developed the modern automatic gas conversion burner, for 
furnaces and boilers, to a high point of efficiency and economical operation. 
Also, makers of many of America's foremost gas appliances for all indus- 
trial, commercial, and household uses, have for years equipped their prod- 
ucts with Barber Burners. Barber both designs and supplies a very great 
variety of units for such purposes, always accurately adapting the burner 
to the specific application and the type of gas to be used. 


For the utmost in performance and dependability, be sure that the gas 
appliances you sell or sponsor are equipped with genuine Barber Burners 
and Barber Pressure Regulators. 


Write for Catalog illustrating and listing 
many types of Burners for Appliances, Gas 
Conversion Burners for Furnaces and Boilers, 
Regulators and Controls. 


THE BARBER GAS BURNER CO., 3704 Superior Avenue, Cleveland 14, Ohio 


BARBER BURNERS 


For Warm Air Furnaces, Steam and Hot Water Boilers and Other Appliances 
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Progress of Regulation 


Pus.ic Utiitigs FortNIGcHTLY . . 
stands for Federal and state regu- 
lation of both privately owned and 
operated utilities and publicly owned 
and operated utilities, on a fair and 
nondiscriminatory basis; for nondis- 
criminatory administration of laws; 
for equitable and nondiscriminatory 
taxation; and, in general—for the per- 
petuation of the free enterprise sys- 
tem. It is an open forum for the free 
expression of opinion concerning pub- 
lic utility regulation and allied topics. 
It is suyported by subscription and 
advertising revenue; it is not the 
mouthpiece of any group or faction; 
it is not under the editorial su i 
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DIVIDED FURNACE WITH 
CENTER WATER WALL 


The divided furnace with a CENTER 
WATER WALL? is a development first 
introduced by Springfield Boiler Co., for 
large central station installations. It has 
application where gas temperatures 
entering the first pass and superheater 
must be limited to prevent slagging. It 
enables a unit to stay on the line longer 
before shutting down for maintenance 
and cleaning. — 

The divided furnace construction has 
been highly dependable and successful 
in service. It is adaptable to any kind of 
firing. Springfield offers it on both bent 
tube and straight tube boiler designs. 
*Patented 


CONVENTIONAL FURNACE 


FURNACE WITH CENTER WATER WALLS 





These diagrams show how the center water wall made it possible for Springfield to 
reduce the height of furnace 22% on one 350,000 Ib. pulverized coal fired unit 
in addition to securing some 90° lower temperature at the first pass. Ask for 
information on this and other modern installations. “ 
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iy big business responsible for pri¢e 
increases? If one were to listen to 
the speeches made recently at the conven- 
tion of the new Progressive party one 
would certainly get the idea that large 
industries, or the “monopolies”—to use 
a favorite cliché of that gathering—were 
the arch leaders in the march towards 
inflation. 


Lots of other people, as well, seem to 
be under the impression that big business 
is way ahead of little business in pushing 
up the price figures. During the recent 
special session of Congress, Senator 
O’Mahoney (Democrat, Wyoming) and 
Representative Spence (Democrat, Ken- 
tucky) both discussed plans designed to 
flush out the unpleasant fact that large- 
scale businesses, such as steel, alumi- 
num, public utilities, etc., were pulling 
the hardest on the consumer’s purse 
strings. 


But a recent study of wholesale and 
retail prices by Dr. Frederick C. Mills, 
published by the National Bureau of 
Economic Research, shows that it is not 
so at all. These figures show price trends 
since 1939, 





PHILIP SPORN 
AUG. 26, 1948 








Dr. MILts divides the price history of 
the war years into three main periods. 
The noncontrol era between August, 
1939, and March, 1942, when foods were 
going up 2.1 per cent per month while 
“big business goods” such as steel were 
going up only .4 per cent per month. Next 
the period of price control from March, 
1942, to June, 1946, when food prices 
went up .6 per cent a month and capital 
goods .4 per cent a month. Finally there 
was the “decontrol” period between 
June, 1946, and February, 1948, when 
food prices were booming at the rate of 
5.4 per cent per month and capital goods 
at a rate of 1.6 per cent per month. Dur- 
ing all three periods, rents varied very 
little; and over-all utility rates for gas 
and electricity were actually down. 


N other words, shouts of the politicians 

to the contrary notwithstanding, 
the prices in which big business or 
“monopolistic” influence is most marked 
have gone up least, whether in free or 
in controlled markets. The prices where 
big business influence is less pervasive— 
namely, farm and food prices—have gone 
up most both in free and in controlled 
markets. To look at it another way, the 
wholesale prices of the group with most 
political appeal—the farmers—have gone 
up most. The wholesale prices of the 
group enjoying little voting strength— 
namely, big business—have gone up 
least. And the retail “price” paid by a 
very large number of voters but collected 
by a very small group of voters—namely, 
rent and utility service—has gone up little 
or not at all. 


SucH down-to-earth factual studies 
raise serious questions in the minds of 
fair-minded observers whether a good 
deal of the arguments about high prices 
are more tinged with politics than based 
on unbiased economics. Certainly no 
political party has yet come out for cut- 
ting farm prices; and it is a safe bet that 
none will, before the election at least. But 
utility service, a most modest item in the 
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DON'T MISS THIS “HIT” SHOW! 
"Pittshurghs Store Modernization Caravan 





WHEN the Pittsburgh Caravan reaches Each of the twelve miniature models is 

your locality, make sure that you at- life-like in every detail. A wide variety of 

tend one of its “performances.” businesses are covered, with their indi- 

Here’s a unique store moderni- vidual problems ingeniously resolved. 

zation and store-lighting show. Two If you are interested in new and more 

truck-driven 26-foot trailers are util- effective ways of building and lighting 

ized in the caravan—each trailer con- retail stores, you'll find the Pittsburgh 
taining six faithfully reproduced scale- Caravan well worth seeing. Since the tour 
models, like the one below, showing the will last many months, advance publicity 
latest trends in store front and interior will inform you when it will reach your 
designs and in modern lighting techniques. vicinity. Watch for it. 





- “PITTSBURGH 


STORE FRONTS AND INTERIORS 














lp PAINTS «+ GLASS + CHEMICALS + BRUSHES + PLASTICS 





Pitts 8 UaaoesG H PLATE GLA@a COMPANY 
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PAGES WITH THE EDITORS (Continued) 


HAROLD H. SCAFF 


average family budget of cost of living 
essentials, seems to be a main target for 
political attack. 


SOMETIMES it is good sales strategy to 
lead from the weaker side of a product. 
Maybe that is the present line of political 
reasoning. By concentrating attention of 
the voters on the one item of the cost of 
living budget which has not increased, 
perhaps the public can be distracted, to 
some extent, from a consideration of 
those items—notably food prices—where 
inflation has really galloped. It would be 
a great trick if it works. But it is hard to 
believe that it will. The voters have too 
long witnessed the willingness of both 
major parties to take credit for wage in- 
creases while trying to put the blame for 
price increases on the opposition, as if 
the two things were entirely independent. 

os 


| ery E. StrRoMBERG, whose article 
on careers of regulatory commis- 
sioners begins on page 294, is a certified 
public accountant (Maryland) and a 
member of the District of Columbia bar. 
Since 1927 he has been employed by the 
Federal government—with the Federal 
Communications Commission as an ac- 
countant since 1934. 


x * * * 


| One J. McDiarm1p, whose article 
on “Ruling Factors behind Today’s 
Utility Financing Problems” begins on 


AUG. 26, 1948 


page 278, is a graduate of the University 
of Toronto (’28) and since has special- 
ized in actuarial mathematics and the 
analysis of public utility securities. He 
has become a well-known and prolific 
writer of financial and business articles, 
especially in the public utility field. He 
started work for the Lincoln National 
Life Insurance Company three days after 
receiving his university degree and has 
risen to the post of vice president of 
that company. 
* * * * 


pe Sporn, author of the leading 
article in this issue on the benefits of 
power utility industry employment, is 
widely known as an engineer and execu- 
tive in the power industry. He entered 
the electric industry in 1919 and joined 
the staff of the American Gas & Electric 
Company in 1920, In 1927 he was made 
chief electrical engineer, in 1933 he was 
made chief engineer, and in 1934 he was 
elected vice president of American Gas & 
Electric Company in charge of all engi- 
neering activities. In May, 1947, he was 
elected president of American Gas & 
Electric Company, of American Gas & 
Electric Service Corporation, and of ail 
electric utility subsidiaries of American 
Gas & Electric Company, retaining the 
responsibility of chief engineer of all of 
these operations. Mr. Sporn has made 
many notable contributions to the art of 
utility engineering and to the field of 
engineering literature and has many, 
many professional and academic honors 
in recognition thereof. 3 


* * * * 


HY H. ScarF was born in 1898 
and graduated from New York 
University School of Commerce, Ac- 
counts, and Finance. He has been asso- 
ciated with the Electric Bond and Share 
system since 1923, including two years 
spent in Brazil. He was appointed assist- 
ant general auditor of Ebasco in 1936, 
comptroller and director in 1940, and 
vice president in 1943. 


THE next number of this magazine will 
be out September 9th. 


An Sia 
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ety Customers 


Like This Friendly 
‘One-Stop’ Service! 





CUSTOMER SERVICE RECORD 





e Employees, too, are husi about Remi Rand's method 
of centralizing customer contacts and customer records for quick, 
decisive handling of business . . . privately . . . with the customer com- 
fortably seated, and all necessary facts available over intercom phone. 
The desk is of special design providing knee room for the visitor. 


of Centralized Customer Contacts and Records...a 
system that utility customers praise warmly, because it 
does away with red tape, standing in line, and the annoyance 
of being shuttled from one desk or department to another. 
Any customer request, whether it’s regarding service con- 
nection, service interruption, a duplicate bill or adjustment, 
is handled completely—at the initial point of anahaait> CUSTOMER ACCOUNTING RECORD 
out the employee having to leave the customer or the tele- 


phone for any purpose. 


This system has been tailored to fit the individual require- 
ments of more than one hundred electric, gas and‘ water 


utilities throughout the United States. Our specialists install * 9 
it—complete with employee training—without interfering 
with your office routine. Get further information about this ‘ 


proven approach to better customer relations, better em- 
ployee relations and sound, economical operation. Write to 
Public Utilities Systems Dept., 315 Fourth Ave., New York 10. 


T: is an over-all picture of Remington Rand’s system 
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WANTED: A NEW FEDERAL POWER POLICY 


Suppose Governor Dewey is elected President next Novem- 
ber, would the nation's public power policy change? If so, what 
should the new policy emphasize? What are the defective fea- 
tures of the present Federal power policy which need correction? 
Representative George A. Dondero, Republican of Michigan 
and chairman of the important House Public Lands Committee, 
gives us a thought-provoking statement of what he believes is 
needed by way of an over-all revised national public power 


policy. 


HEALTH, RETIREMENT BENEFITS FOR 
UTILITY EMPLOYEES 


How do utility companies compare with other industries in 
providing health, retirement benefits for their employees? How 
do they compare with each other according to size or geographi- 
cal location? Marion Hammett, former U. S. Labor Department 
economist and author of articles on labor economics, has 
analyzed a series of typical utility companies for the purpose 
of arriving at a representative picture of utility industry prac- 
tices along this line. 


MARVEL OF ATOMIC ENERGY 


So you can't understand the atomic bomb? There is no need 
to feel depressed and no good reason why the average layman 
should understand more than general theory, omitting statistical 
detail and mathematical formula. M. M. Samuels, former REA 
engineer, has written a simple but enlightening explanation of 
atomic fission phenomena, which the average intelligent lay 
reader cannot only comprehend but is likely to read with enter- 
tainment as well as profit. 


UTILITY COMPANY SHOWMANSHIP 


When the Union Electric Company of St. Louis "put on a 
show," last spring, it started an experiment which has a number 
of other utility corporations and general business corporations 
following closely. In a word, the Union Electric dramatized its 
1947 annual report for 700 company supervisors. Walter G. 
Heren, advertising manager of Union Electric, gives us the in- 
side story of how his company decided to go into the “show 
sag gl how the program was organized, and the reaction so 
ar telt. 





A | SO .. . Special financial news, digests, and interpretations of court and. com- 
mission decisions, general news happenings, reviews, Washington gossip, 
and other features of interest to public utility regulators, companies, 
executives, financial experts, employees, investors, and others. 
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What we really make is Time 














' It is faster to 


Hane A WALL 


than to 


PILE IT UP 


LIL 
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Li NAL L 


Il 














LITTLE blocks, say 2’x4’x8",don’t pile up very fast. Point is, we integrate the right materials with 


exclusive designs and processes of manufacture, 






We hang walls up in sizable panels. 
round them out with fast engineering for each 






And that is an easy way to understand why 






individual job, install them with experienced 






Robertson’s real product is time. 






crews, and deliver the thing that is most vital of 






We make walls that are hung in place. We all vital things today: speed. 






make them complete with insulation when the 






We save days and weeks in finishing a build- 






panels are delivered. We engineer them piece by 
ing for use, because years have been put into the 






piece in advance at the factory. We put expert 
development of these unique skills. 





crews on the job to place them. 





We make time, now, when time is the essence. Quick is the word we practice. 






H. H. ROBERTSON COMPANY 


PITTSBURGH, PA. 









FARMERS BANK BUILDING, 






* 
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“There never was in the world two opinions alike.” 


Haro_p STONIER 
Executive manager, American 
Bankers Association. 


WitiiaM H, NEAL 
Chairman, American Bankers 
Association's public relations 

council, 


Morris SAYRE 
President, National Association of 
Manufacturers. 


FRANCIS ADAMS TRUSLOW 
President, New York Curb 
Exchange. 


Morris I, Pickus 
President, Personnel Institute, Inc. 


CHARLES SEYMOUR 
President, Yale University. 


Wruu1aM T. Faricy 
President, Association of American 
Railroads. 


_ [Eprrorrat STATEMENT 
The Wall Street Journal. 


—MONTAIGNE 





“Our democracy could become a totalitarian state if 
our enterprise system were liquidated.” 


* 


“The men who run banks should be just as familiar 
with the principles and methods of public relations as 
they are with the operations and investments.” 


> 


“The American businessman is a materialist in that he 
wholeheartedly accepts American ideals and does his level 
best to materialize them for all the American people.” 


* 


“The human relationships which represent our form 
of government are not the result of laws, They spring 
from attitudes and opinions which are sacred to each 
of us.” 


> 


“Experience has shown that an intelligently planned 
man-power improvement program will unquestionably re- 
duce labor turnover, increase worker morale, and greatly 
increase employee efficiency.” 


A 


“Free and untrammeled inquiry is not merely a privilege. 
It is an obligation that lies on all educated men in a 
democracy ; upon its safeguarding and its active prosecu- 
tion the strength of a democracy will depend.” 


> 


“It is good to have the railroads back in private opera- 
tion. Private enterprise is the very foundation of our 
American system of individual opportunity, and the rail- 
roads are prime examples of the beneficial results of that 
system.” 


12 5 


“The country is nearing the stage of labor relations 
in which those who enter the essential public services will 
be forewarned that by so doing they relinquish the so- 
called right to strike as an instrument for enforcing 
wage demands. It will then rest upon public service man- 
agements to render employment sufficiently attractive to 
man their facilities in spite of the ban on striking.” 


12 
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Skyrocketing upkeep costs were throwing 
Mr. Higby’s budget out of kilter. Floor 
care alone took $60,000 in wax and work 
each year. Yet floors looked poorly . . . and 
were always slick. Accidents, and their 
costs, added to his mounting troubles. 


SFE. 


Is there an “out? Mr. Higby found the answer in 
the interesting Legge book. Ir told of “sacred cows” in 
floor upkeep...and how they ran up costs. His was 
there, too—old-fashioned maintenance methods. 


FREE! THIS BOOK MAY ANSWER YOUR 
$64 QUESTION 


Maintaining floors often costs more than you suspect. If you're 
spending too much, out-dated “sacred cows” and “hidden” items 
are probably to blame. How to spot them and avoid them is the 
theme of our booklet, “Mr. Higby Learned about Floor Safety 
the Hard Way.” 

This revealing book also tells how a Legge floor technician 
tailors a modern program to your 
needs that gives bright-looking, 
Non-Slip floors at savings up to 


OF WON-SL/P FLOOR 


Signed 
WALTER G. LEGGE COMPANY, INC. =e 
ttle 


New York © Boston * St.lovis + Chicogo + Ft.Worth + Sea 
kesAngeles * Wathington,D.C. * Denver ~» Rochester + Pittsburgh + Detroit 


MAINTENANCE #ithaiienats 


How to save $19,000 Ir was easy once out-dated 
ideas were routed out. A Legge expert developed a 
scientific floor program that gave bright-looking, Non- 
Slip floors. Costly accidents stopped. And costs per year 
tumbled $19,000. 





cee ee. A 10-minute reading 
a & of this book may show 
Mr, Higby = you how to save much. 
Sie <a So send for it, without 
obligation. Clip the 


coupon to your letter- 
head and mail. 


—_—_——_— — rw SS 
WALTER G. LEGGE CO., INC. 
11 West 42nd St., New York 18, N. Y. 
360 N. Michigon Ave., Chicago 1, il. 
Gentlemen: 
Please send me your free book, “Mr. 
Higby Learned About Floor Sofety the 











Type of Floor 





* Cleveland 
Area $q. ft. Ps 
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REMARKABLE REMARKS—( Continued) 


ALFRED EDWARDS 
Member of Parliament. 


WILLIAM BLACKIE 
Vice president, Caterpillar Tractor 
Company. 


EpirortaL STATEMENT 
The (New York) Sun. 


BrEHON SOMERVELL 
President, Koppers Company, Inc. 


C. H. Moses 
President, Arkansas Power & 
Light Company. 


W. WALTER WILLIAMS 
Chairman, Committee for 
Economic Development. 


Jay D, RUNKLE 
Vice president, Crowley, Milner & 
Company. 


EprrortaL STATEMENT 
The Journal of Commerce. 


“If we try to do with steel what we have done with 
coal, setting up a bureaucratic steel board staffed by 
elderly Labor leaders, retired generals, and people of that 
sort, we shall wreck the industry beyond hope of recov- 
ery.” 


* 


“Accounting must make up its mind in the near future 
whether it is primarily a matter of historical monetary 
arithmetic or of constructive business economics. Today ° 
it is loosely afloat in the limbo between these two con- 
cepts.” 


* 


“All that is needed . . . is the green light which the 
system of private enterprise provides. Given that, and 
freedom from braking by bureaucratic interference, busi- 
ness initiative can continue to make life more comfort- 
able for everybody.” 

* 


“Industry is undoubtedly becoming conscious of the 
necessity for undertaking organization, policy, procedure, 
and planning work as a full-time delegated responsibility, 
rather than as things to be done if, as, and when, and by 
anyone who finds time for them.” 


aa 


“We can’t grow any faster, nor be any bigger than the 
territory we serve. We want to help every city and every 
community in which we operate. We are trying to take the 
lead in building public morale, and leading the people 
away from their confusion and doubts.” 


* 


“ .. with all the Aladdin’s lamp march of progress 
measured in terms of scientific and inventive genius, we 
are still burning candles in that realm having to do with 
our economic system. Our economic system needs to re- 
place those candles with modern electric lights if it is to 
keep pace with scientific progress.” 


> 


“In order to be useful to a community, a business must 
be successful so that it may continue to produce, to fur- 
nish jobs, and to create a reasonable profit for those who 
saved their money to invest in the business. But money 
profits can no longer be the only criterion of the success 
of a business. Profits in human values must also be 
counted.” 


* 


“The more aggressive a union is in seeking participation 
in management, the more necessary are contract clauses 
that protect the authority of management against en- 
croachment. Failure to safeguard managerial authority 
can badly hamper a business in keeping ‘abreast of tech- 
nological improvements and increases in efficiency in its 
industry.” 
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THE TRUCK OF VALUE 


se MAL 


yt 


GMC heavy duty trucks are built in weight ratings that go up 
as high as 90,000 pounds for truck, trailer and load. 
That's a lot of weight, and it calls for big powerful engines... 
heavy, husky axles... and deep, thick frames, plus rugged 
strength and stutdiness in every other structural part. 


GMCs are designed and engineered by men who are expertly 
versed in heavy hauling applications, gasoline and Diesel. 
They are produced in factories devoted exclusively to the pro- 
duction of commercial vehicles. 


That's why GMC heavy duty trucks are the choice of so many 
of the nation’s most experienced and successful heavy haulers. 
Make them first choice for your job, too . . . from the many 
gasoline and Diesel models now available for quick delivery. 


GMC TRUCK & COACH DIVISION « GENERAL MOTORS CORPORATION 


Tune in Henry J. Taylor, “Your 
Lend and Mine,” Mutual 
Network, Monday and Fridey. 
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GASOLINE « DIESEL 
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C-E steam generating units 


for utilities 
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GILBERT 
STATION 


NEW JERSEY POWER & LIGHT COMPANY 


The C-E Unit illustrated here is now in process of fabrication 
for the Gilbert Station of the New Jersey Power & Light Com- 
pany at Milford, New Jersey. 

This unit is designed to produce at maximum continuous 
capacity 650,000 lb steam per hr at 1275 psi and 960 F. 

Itis a 3 drum unit with 3 stage superheater and has a finned 
tube economizer at the boiler outlet. A regenerative air heater 
follows the economizer surface. The furnace is fully water- 


cooled, employing closely spaced plain tubes; it is of the basket 


hottom type. 

Pulverized coal firing is employed, using C-E Raymond 
Bowl Mills and C-E Vertically-Adjustable, Tangential Burn- 
ers. Arrangements are made for use of oil fuel if and when 


required. B-234A 


COMBUSTION ENGINEERING 


200 MADISON AVENUE e NEW YORK 16, N. Y 


C-E PRODUCTS INCLUDE ALL TYPES OF BOILERS, FUR- 
NACES; PULVERIZED FUEL SYSTEMS AND STOKERS; 
ALSO SUPERHEATERS, ECONOMIZERS AND AIR HEATERS 
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TERRAIN IN ANY FIELD. GAS. ee NAGE 
OIL..WATER..SEWER..CONDUIT.. 


ELAND: 





MEETING FULLY YOUR 


TRENCHING 
REQUIREMENTS 


DELIVER DEPENDABLE, 
LOW COST PERFORMANCE 
EVERY TIME ON EVERY JOB 


3 CLEVELANDS proved dependability is reflected in their clean-cut, compact, full- 
crawler wheel-type design, their unexcelled engineering, and their superior, sturdy 
all-welded construction from the better, tougher materials. 


The ability of CLEVELANDS to deliver continuously, day after day, maximum trench 
yardage at minimum cost in any type of soil and over varying terrain is due to the 
many built-in characteristics essential to top trenching performance. 

Some of these features, many of which were pioneered by CLEVELAND, are: Elimina- 
tion of all excess weight—a wide range of transmission-controlled speed combinations 
—ample, correctly-applied power—simple, easy handling and control— work always 
visible to operator—low maintenance and fuel costs—and quick, simple, easy field 
repairs through unit-type construction. 


THE CLEVELAND TRENCHER CO. 


20100 ST. CLAIR AVENUE e CLEVELAND 17, OHIO = 
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@ AUGUST z 











1 National Council of State pore of Engineering Examiners begins annual meeting, 
Salt Lake City, Utah, 1948 





4 American Institute of Electrical Engineers ends Pacific general meeting, € 
Spokane, Wash., 1948. 





{ International Brotherhood of Electrical Workers will hold annual convention, Atlantic 
City, N. J., Sept. 13-17; 1948. 





{ American Water Works Association, New York Section, will hold annual meeting, 
New York, N. Y., Sept. 14-17, 1948. 





{ Interstate Oil Compact Commission begins summer meeting, New York, N. Y., 1948. 





q eats, Meme. Telephone Association will hold annual convention, Denver, Colo., 
ept. 16 











@ SEPTEMBER @ 





9 American Water Works Association, Minnesota Section, begins annual meeting, Winne 
peg, Manitoba, Canada, 1948. 





1 cant Television and Electrical Living Show will be held, Chicago, Ill., Sept. 18-26, 
1948. 





4 National Butane-Propane Association will hold annual convention and trade @ 
exhibit, Chicago, Ill., Sept. 20-22, 1948. 





q Michigan Independent nae Association will hold annual convention, Lansing, 
Mich., Sept. 23, 24, 1948 





rr a Transit Association wili hold annual convention, Atlantic City, N. J., Sept. 





q@ American Bar Association begins annual convention, Seattle, Wash., 1948. 





4 American Society of Mechanical Engineers begins fall meeting, Portland, Ore., 1948. 





q Association of American Railroads, Communications Section, will hold convention, 
Colorado Springs, Colo,, Sept. 28-30, 1948. 
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Pole Line Construction in the Lone Star State 


Early construction stage of 132-kilovolt Jewett-Lufkin transmission lim 
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The Electric Power Engineer 


Why the electric industry, which is vital and grow- 

ing, and which will continue to offer such splendid 

advantages for technological development, should 

be attractive to the power-minded electrical engineer 
with an eye on the future. 


By PHILIP SPORN* 
PRESIDENT, AMERICAN GAS & ELECTRIC COMPANY 


EARLY a year ago, Dean Potter of 
Purdue University raised the 
—- with Philip Sporn, president of 
erican Gas & Electric Company, why 
engineering students are not as interested 
in entering the electric utility industry as 
they should be. Out of this discussion, 
which has been a matter of concern not 
only to Mr. Sporn but other leaders of 
the industry, came Mr. Sporn’s promise 
to prepare a talk outlining the advan- 
tages to the young engineering student 
of associating himself with the electric 
industry. 
This analysis was first presented by 
Mr. Sporn to the students of Purdue 


*For additional personal note, see “Pages 
with the Editors.” 7 
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University and later, upon invitation by 
Dean Schoenherr of the Engineering 
School at Notre Dame, to the students 
at the South Bend institution. Later still, 
Professor Boehne of Massachusetts In- 
stitute of Technology invited Mr. Sporn 
te give the same talk to the students of 
MIT and others in the Boston area. 
Here, as a special edited feature article, 
this popular and instructive statement by 
Mr. Sporn is presented in published form 
for the first time. In it, the author points 
to the background and present organiza- 
tion of his own company as evidence of 
what one large electric utility organiza- 
tion is able to offer the young engineer 
of today and tomorrow. 

Mr, Sporn’s statement follows. 
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OUNG engineers today are not at- 
tracted as strongly as they used 


to be to the electric power indus- 
try. This distresses me greatly but I be- 
lieve there is no question that it is so. 
What has happened to the industry? 
Why is the industry at a disadvantage 
in offering strong attraction when com- 
peting against the communications in- 
dustry, the radio industry, or the avia- 
tion industry? 

A very recent issue of the VJ-A 
News, published by the students of the 
codperative course in electrical en- 
gineering at the Massachusetts Insti- 
tute of Technology, is most illuminat- 
ing on this point. It stated in part: 


“A recent national survey of engi- 
neering institutions and colleges dis- 
closes the following numbers of men 
registered in all engineering courses: 


Graduates 

Evening School 

“A survey of the requirements of 
industry reveals that of the 35,184 
seniors now in school, only 29,000 will 
be able to find positions in their chosen 
profession upon graduation. The 
larger groups of present freshmen, 
sophomores, and juniors will find only 
26,000 vacant positions when they 
graduate, so states the survey. 

“A comparison between the fields 
that students are preparing themselves 
for and those required by industry 
produces some startling facts. Educa- 
tional institutions report that 80 to 90 
per cent of the students enrolled in 
electrical engineering are taking 
courses leading to a degree in com- 
munications or electronics. On the 
other hand, the needs of industry are 
equally divided between power engi- 
neers and communications and elec- 
tronic engineers. As an example, the 
General Electric Company expects to 
employ 600 power men each year, but 
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only 60 electronic and communications 
men! ; 

“Tt does not require too logical a 
mind to conclude that there are tre- 
mendous opportunities for the power- 
minded electrical engineer in the fu- 
ture.” 


I HAVE talked to a great many people 
in industry in general, and in my 
own industry in particular, and to a 
good many educators, and I have come 
to the conclusion that it must be due to 
one or more of the following causes, 
actual or fancied :_ 

1. The industry has no basic major 
social economic significance ; 

2. The industry has reached full 
technological maturity, its technologi- 
cal development is completed, and tech- 
nologically the industry is dying, or is 
perhaps dead ; 

3. There are no opportunities in it 
for able, ambitious, and competent 
young people and young engineers ; and 

4. A bad job of publicizing the true 
facts on all three items above has been 
done. 

The actual facts are so far removed 
from the first three assumptions that 
I believe it is one of the shames of our 
modern, supposedly well-informed, so- 
ciety that the true facts are not known. 


Social Economic Significance of 
Power 


Os is the machine age. But while 
the machine is the dominant in- 
fluence in our mode of life, and while 
the machines do the work, the force 
behind the machine is power. 

There are, of course, many forms 
of power, but the electrical form with 
its ease of transportation and distribu- 
tion, conversion, and control, has be- 
come to a large extent synonymous 
with the general term power. Thus the 
progress of our present civilization, 
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the advance made in lifting the age- 
old burdens of heavy toil from the 
backs of men and in raising their con- 
ditions above the bare subsistence level 
and thus permitting men to develop 
and enjoy their cultural life and the 
life of the spirit—that progress can be 
traced almost by the curve showing the 
growth in availability of power for 
each worker or for each unit of the 
population. 

The United States in particular has 
been portrayed as having a “high en- 
ergy civilization.” This may not be a 
complete description of our civiliza- 
tion but it does emphasize a most sig- 
nificant factor that accounts for our 
high standard of living and for our 
enormous industrial output and for the 
growth that has taken place during the 
century and a half of this country’s 
history as a nation. 


Ww" approximately one-fifteenth 
of the world’s population, about 
the same proportion of its land area, 
and little more of the world’s natural 
resources, the United States today pro- 
duces one-third’ of the world’s annual 
output of goods and services. At the 


1 The figures quoted in this and in the suc- 
ceeding paragraph are from a paper, “Rela- 
tion of Energy Output to Production in the 
U. S.,” delivered by J. Frederic Dewhurst on 
December 31, 1947, before the American Asso- 
ciation for the Advancement of Science, the 
Academy of World Economics, and the Ameri- 
can Economic Association, 


peak of the war we outproduced the 
Axis nations in combat munitions by 
more than 50 per cent, and we alone 
accounted for nearly 45 per cent of 
the armament output of all the belliger- 
ent nations. Yet we did this with only 
about half of our productive power de- 
voted to governmental requirements 
and the remaining half was adequate 
to maintain a civilian standard of liv- 
ing at almost the highest prewar levels 
ever achieved. 

The productive achievements of 
1944 were the culmination of a cen- 
tury of tremendous growth. Between 
1850 and 1944 our population in- 
creased about six times, our labor force 
a little more than eight times, and our 
total labor input about five and a half 
times, but the net output of the Ameri- 
can economy was about twenty-nine 
times larger in 1944 than in 1850. 
Thus the productivity of human labor, 
or the output per man-hour for the 
economy as a whole, showed a fivefold 
increase during the period of less than 
a century ending in 1944. 

And if more of the products of the 
earth and factory are to be assured to 
the average individual, more will have 
to be produced for the same amount of 
human labor now expended. That in- 
evitably means more power consump- 
tion, Thus the more abundant life, in 
its finest sense, and greater energy 
consumption are closely linked. 


= 


“Tue United States . . . has been portrayed as having a 

q ‘high energy civilization.” This may not be a complete 
description of our civilization but it does emphasize a most 
significant factor that accounts for our high standard of 
living and for our enormous industrial output and for the 
growth that has taken place during the century and a half 
of this country’s history as a nation.” 
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| penger 1937 and 1947, in that 
one decade, the electric energy 
produced by the electric utilities in the 
United States increased from approxi- 
mately 120.8 billion kilowatt hours to 
255.4 billion kilowatt hours; the in- 
stalled capacity increased from 35,620,- 
000 kilowatts to 51,647,000 kilowatts ; 
the plant investment increased from 
approximately $9,614,000,000 to $13,- 
750,000,000, and the revenue derived 
from sales of electric energy increased 
from $2,100,000,000 to $3,800,000,- 
000 per year. 

Electric ‘energy is becoming inter- 
twined with the daily living, with the 
welfare and the safety of every in- 
dividual, and of the country as a unit, 
as no other single element in the social 
economic structure of the country. Can 
there ever be any question, therefore, 
in the minds of anyone who is even 
willing to look at this very brief sum- 
mary, of the social economic signifi- 
cance of electric power? And if this is 
so, what does this promise to those on 
the threshold of choice between this 
and some other art or profession as a 
field of exploitation of their talents and 
abilities? Can they progress and ad- 
vance themselves in this field or have 
all such avenues been explored and pre- 
émpted? It would appear that great 
opportunities must exist if the tech- 
nology of the industry isn’t static and 
if it hasn’t been routinized, codified, 
and classified so that all that one can 
do is to get in line and slowly and 
eventually end up at a point a little 
forward on this hopeless queue. But 
is this so? 


Technological Development 


Wt what is the status of the 
technological development of the 
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electric light and power industry? In 
1933 I heard the head of one of the 
largest electric power groups in the 
country on this question say that he 
believed the technological development 
of the electric power industry had be- 
come stabilized, and that in the future 
there was going to be no need for fur- 
ther technical talent in the industry. 
What would be needed, and in large 
quantities, would be selling ability, 
people who could go out and sell all 
sorts of appliances, devices, and meth- 
ods for using more electric energy. I 
disagreed with this, and some months 
later, early in 1934, I took public issue 
with that declaration. 

Yet, strangely enough, we find to- 
day people in that industry who pro- 
claim that same doctrine, I do not won- 
der, therefore, at the fact that some 
of our young people have gathered 
wrong ideas, What actually are the 
facts about the technological status of 
the industry? 

Take generation. Pass up the daz- 
zling prospect that we may be on the 
threshold of the practicable, and per- 
haps practical, development of nuclear 
fuel, and what it will contribute to 
the entire art of power generation, and 
the amount of work, research, devel- 
opment, and building that will involve 
to bring that fuel down to the earth 
level of operating organizations. Even 
if we disregard that, there doesn’t 
seem to be any doubt that the develop- 
ment of the continuous mining ma- 
chine will bring about one of the ma- 
jor advances ever made in the mining 
of coal. After all, coal is today our 
basic fuel; it is literally the keystone 
in the arch of our economic system, 
and with changes in cost of fuel we 
will have changes in generation. 
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Productive Achievements 


c¢ HE productive achievements of 1944 were the culmination of a 

century of tremendous growth. Between 1850 and 1944 our 

population increased about six times, our labor force a little more than 

eight times, and our total labor input about five and a half times, but the 

net output of the American economy was about twenty-nine times larger 
in 1944 than in 1850.” 





P generation, utilizing existing fuels, 


coal, oil, and gas, we have today 
perhaps for a very brief period slowed 
down our march to higher pressures 
and temperatures, although we are 
building or have on the drafting board 
plants operating at temperatures never 
heretofore reached by any practical 
power plant in the world. On top of 
that the acceleration that the develop- 
ment of the gas turbine was given dur- 
ing the war has as yet not been re- 
tarded, and the gas turbine today is 
nearer realization as a practical prime 
mover than appeared even remotely 
possible eight or nine years ago. Before 
this can be brought about, however, 
there is a great deal of development 
to be done not only on the turbine it- 
self but on the more economical fuels 
for the turbine, and particularly on 
coal as a relatively direct fuel. 

What about electric power transmis- 
sion? Ig the art static here? Far from 
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it. We are entering today a new era of 
transmission development at extra 
high voltages in which we will utilize 
new conductors, new equipment, and 
new techniques; this was hardly con- 
ceived of ten years ago. 

In the distribution field the same 
thing holds true, The increase in utili- 
zation that is taking place at a pace 
almost inconceivable a few years ago 
is creating new problems that the dis- 
tribution engineers of the industry 
haven’t solved to anybody’s satisfac- 
tion, including their own. More par- 
ticularly as the average home converts 
more and more of the operation that 
is involved in its daily living to electric 
use, it is creating a problem of vast 
proportions. This alone will supply a 
field of exploration and work for 
countless distribution engineers for 
many years to come. 

But the electric power industry is 
more than a _ technical operation. 
AUG. 26, 1048 
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In no other industry are there involved 
problems of such complexity as in the 
setting up of the structure of a utility 
system. Any operation that requires 
approximately $5 of fixed capital per 
dollar of revenue, and where the facili- 
ties are of relatively long life of the 
order of from twenty-five to fifty 
years, and where the technological fac- 
tors are in as high a state of fluidity as 
they are at the present time in the 
electric power field, creates problems 
in economics. Economists can solve 
these but those trained in engineering 
can solve them more readily and more 
soundly if they give themselves the 
benefits of additional training in the 
principles and practices of economics. 

Thus the entire notion of staticism 
in the power industry is fallacious from 
top to bottom, With a ratio of invested 
capital to annual gross receipts in the 
order of 5:1, and with investment in 
facilities per individual employed be- 
ing roughly $50,000 and still climbing, 
it is inconceivable that the iuture ap- 
plication of human thought, inventive- 
ness, and effort cannot, and will not, 
do something of significance to bring 
about a reduction in these values as 
the growth in demand for power con- 
tinues, Besides, while the basic element 
of the industry — service — and its 
quality are satisfactory for today, ex- 
perience has shown that it is rash to 
assume that it will be so for tomorrow. 


Opportunities and Advancement 


HE idea of disappearance of op- 

portunities is, I think, basically 
an idea born out of the fear and con- 
fusion of people who have grown oid 
and some of them prematurely. But 
young people, people imbued with the 
spirit of challenge and confidence and 
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with an eagerness for experience, 
ought to shun such a viewpoint and 
shun it as they would a plague. 

Problems that have to be solved in 
the power industry exist in profusion. 
The industry is vital and is growing. 
It is now engaged in a program of 
expansion of its facilities that will 
increase its plant acount by over 
$6 billion and that may bring it 
to a figure roughly 50 per cent above 
its present value in the next four years. 
This alone creates many problems, 
Now problems can only be solved by 
people. 

Not long ago, in a group discussion 
someone made the statement that not 
many power companies were headed 
any more by engineers, I challenged 
the statement and, without making any 
research, here is what I came up with 
in a sort of extemporaneous rebuttal: 


T° our Own company our operating 
and commercial vice presidents 
hold engineering degrees. I, myself, 
am an engineer. The president of Con- 
solidated Edison Company, the largest 
electrical utility system in the United 
States, and the executive vice president 
are engineers. The head of the new 
Southern Corporation, the president of 
the Cleveland Electric Illuminating 
Company, and the president of the 
Ohio Edison Company, all outstanding 
major utility organizations in this 
country, are all engineers. The presi- 
dent of Cincinnati Gas & Electric 
Company and the president of Caro- 
lina Power & Light Company are 
both engineers. I believe that if I had 
really started to dig for the informa- 
tion I could have come up with the 
names of a score or more additional op- 
erating vice presidents who hold engi- 
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neering degrees and who think as engi- 
neers. The door leading to executive 
positions in the power industry cer- 
tainly seems wide open: for those engi- 
neers who can qualify. 

Our industry has been accused of 
paying low salaries. Some of the peo- 
ple in the industry say we “don’t bait 
the hook” well enough to get the best 
talent into our organizations. Some- 
time ago in discussing this problem 
with the dean of a large engineering 
college, he told me a story of an engi- 
neer who had come to him for help. 
He had been out of school for ten years 
working with one power company and 
his salary was pitifully low, judged by 
almost any standard, While I was not 
told, and I did not ask, the name of the 
man or the power company involved, 
I am inclined to think that the blame 
does not lie entirely with the power 
company. 


0’ one thing I am certain: that a 
man who permits himself to be 
buried for ten years has not made the 
most of his opportunities and the 
equipment that his engineering educa- 
tion should have given him. The elec- 
tric power industry right now is par- 
ticularly in need of men of ten years’ 
or so experience to take supervisory 
or junior executive positions, and, I 


believe, is willing to pay for such capa 
bility on a basis that bears a reasonable 
relationship to that existing in many 
other industries—many of them not 
offering the other advantages that are 
available to those engaged in the power 
industry. 

Some of the large chemical and in- 
dustrial companies are vigorously re- 
cruiting men in the colleges and 
universities and are offering starting 
salaries which we cannot perhaps en- 
tirely match. Judged in the light of 
long-range professional career I do 
not know of another industry that of- 
fers any substantially greater oppor- 
tunities for reward than the power in- 
dustry. None offers opportunities for 
greater satisfaction, taking all factors 
into account, including compensation. 


Anu while ago one of the out- 
standing public opinion research . 
groups, noted for its competency and 
integrity, completed a survey of a rep- 
resentative section of the labor force 
in the United States, consisting of 
manual and nonmanual workers, union 
and nonunion members, and people of 
varying classes of background and edu- 
cation, but 20 per cent of the cross 
section investigated were college 
graduates. What was attempted, was 
to find out what the people looked for 
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energy produced by the electric utilities in the United States 


q “BETWEEN 1937 and 1947, in that one decade, the electric 


increased from approximately 120.8 billion kilowatt hours to 
255.4 billion kilowatt hours; the installed capacity increased 
from 35,620,000 kilowatts to 51,647,000 kilowatts; the 
plant investment increased from approximately $9,614,000,- 
000 to $13,750,000,000, and the revenue derived from 
sales of electric energy increased from $2,100,000,000 to 


$3,800,000,000 per year.” 
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most in a job, and the relative im- where there are over 100 engineers; 
portance they placed on different job the investigation is confined to those 
factors that go to make for job satis- people whoare of the age twenty-five or 
faction. This is the way the group over. Table below outlines what this 
studied rates the importance of 11 job showed. 
factors: R ’ 
, Interesting work American Gas & Electric Company 
: Job security ” System 
. interest company takes HAVE purposely refrained from 
ar for advancement I ameieres ae company, the 
. Working conditions . : 
. Handling workers’ complaints American Gas & Electric Company, 
. Pay and our operating companies in West 
. Immediate superior Virginia, Ohio, Michigan, Indiana, 
- People you work with Virginia, Kentucky, and Tennessee. 
10. Vacation policy As part of the electric power industry, 


11. Working hours ‘ th 
Note that pay rates seventh in eleven ee ee a ee ee 
traits and characteristics to a greater 


factors and that quantitatively the pay or lesser degree as possessed by the in- 


factor came out at a value just half of : : 
; : dustry. But we in American Gas have 
the interesting work factor. I do not : 
: always believed that we are one of the 
know what a survey like that, made , . ; 
, : outstanding groups in the power in- 
exclusively among a _ representative : 
: : dustry; that will be granted as a par- 
group of engineers, would disclose. Pan . 
ae Sis donable prejudice. American Gas & 
But I am inclined to the opinion that : : : 
: Electric Company’s central system is 
it would not be very far from the 
: : ; undoubtedly one of the great power 
weights assigned in the survey under 
. : systems of the world. It generates to- 
discussion. d 
ay almost exactly 4 per cent of the 
Y ET compensation or pay is most electric energy produced in the United 
certainly a very important item and States. It is engaged at the present time 
it is not helpful to anyone, and most in a program of expansion that will in 
certainly not to young people, to dis- the course of the next four years add 
miss it without developing something more than 800,000 kilowatts of gen- 
factual about it. In attempting to get erating capacity, and will involve an 
some light on this point I came acrossa expenditure of close to $235,000,000. 
recent examination made of the scale of We are now carrying on a most ex- 
pay among all the engineers of a New tensive investigation of high-voltage 
York electric power organization transmission in Ohio in which all of 
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OF 117 PEOPLE ANALYZED 


10, or 8.5%, have a salary ranging between $ 3,000 and $ 4,000 
1l, or 9.4%, have a salary ranging between 4,000 and 5,000 
64, or 54.7%, have a salary ranging between 

17, or 14.5%, have a salary ranging between 

11, or 9.4%, have a salary ranging between 

4, or 3.4%, have a salary ranging between 15,000 or over 
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New Era of Transmission Development 


“V7 E are entering today a new era of transmission development at 
extra high voltages in which we will utilize new conductors, 
new equipment, and new techniques; this was hardly conceived of ten 
years ago. In the distribution field the same thing holds true. The in- 
crease in utilization that is taking place at a pace almost inconceivable a 
few years ago ts creating new problems that the distribution engineers 
of the industry haven’t solved to anybody's satisfaction, including their 
own.” 





aibemnmaantining 


our companies are participating and 
which will involve the thorough ex- 
ploration of every phase of transmis- 
sion at extra high voltages up to levels 
of 500,000 volts. We are engaged in 
other new developments in generation, 
transmission, and in utilization where 
in particular we have worked for more 
than a decade onthe heat pump and 
where we are beginning to make some 
most encouraging progress. 


in NG ahead we estimate that our 
central system will in the year 
1951 have a peak demand of 2,200,000 
kilowatts with an annual output of 
close to 13 billion kilowatt hours. One 
of the new power stations that we are 
building with a present capacity of 
three units will have an annual output 
of 3 billion kilowatt hours on the basis 
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of the capacity now going in; when the 
ultimate capacity of 825,000 kilowatts 
is reached it will have an annual output 
of 6 billion kilowatt hours. This is 
just about equal to the average yearly 
output of the widely publicized Hoover 
(formerly Boulder) dam. 

I cite these things merely to bring 
home the fact that on the American 
Gas & Electric Company system we are 
vigorously proceeding with expansion 
and the development of our plant 
facilities, and in advancing the art and 
economics of power generation, trans- 
mission, and distribution, so as to be 
able to continue to make available, to 
the 2,000 communities that we serve, 
the very best in electric service, taking 
into account the elements of adequacy 
of supply, quality of service, and cost. 

A great many problems come up 
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these days in the operation of our sys- 
tem, These originate in Wheeling, in 
Canton, in Fort Wayne, in Roanoke, 
in hundreds of other communities, and 
in New York. But they are not alarm- 
ing us, nor are they discouraging us. 
We are working on them and we will 
solve all of them. But if we are to 
continue to solve them at least as effec- 
tively in the future as we have in the 
past we need a continuing infusion of 
new minds and new people; we need 
our share of the bright talents as the 
youth of this country develops with 
each year. We have been reasonably 
successful in getting close to our share 
in the past; I am optimistic that we can 
get our full share in the future. 


I WOULD like to sum up. It is evident 
from even the brief discussion 
given above that in almost every 
branch of electric utility endeavor, 
work of a fundamental, complex, but 
always constructive nature remains to 
be done. Moreover, as the industry has 
grown and as it grows further in the 
future, these problems have increased 
and will increase in scope and com- 
plexity. 

Their solution, whether they be 
problems of a strictly technical na- 
ture, like the advancing and bringing 
forward of higher steam pressures and 
steam temperatures, or new thermal 
cycles, or the introduction of newer 
and more efficient methods of design- 
ing and operating dynamo electric ma- 
chines, or in the field of transmis- 
sion, distribution, and utilization, or 
whether even in the more complex 
management field involving relation- 
ships between capital, government, 
and labor, will call more and more for 
an exact knowledge of the component 
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parts of the complex organism that 
enters into rendering modern and 
efficient electric utility service, Who is 
to tackle these jobs? Who will be able 
to take advantage of the opportunities 
that are open today and that will be 
open as long as the industry grows, and 
maintains the important place it holds 
today in our social economic structure? 


. would seem as if engineers have an 

opportunity to serve and to develop 
their talents and abilities at least the 
equal of that existing in any other field 
of economic endeavor. But the engi- 
neers who will be found capable of 
serving and capable of taking advan- 
tage of the opportunities as they are 
opening up will not be those who, hav- 
ing submitted themselves to a course 
of training, no matter how rigorous, 
end their search, secure in their belief 
and their conviction that as especially 
equipped members of society they are 
entitled to a special and above average 
share in the compensation society of- 
fers, for the balance of their lives. Nor 
will they be those who do not believe 
in the expansive capabilities of the 
human mind and human spirit and in 
the advances that are possible through 
the persistent and continuous applica- 
tion of human effort. Again, they will 
not be those who, having painfully ac- 
quired a thorough knowledge of fun- 
damental principles, whether they be 
in economics, in thermodynamics or 
ethics, fail to check their own efforts 
at contributions to thinking and to 
progress by the adherence of their 
efforts to those principles. 


B” to those who are willing to ap- 
ply scientific and engineering 
principles and methods and apply the 
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necessary effort to the solution of the 
multitude of problems outlined above 
in detail in some cases, and merely 
suggested in others, and to those who 
are willing to equip themselves with 
the necessary training and understand- 
ing to have at least some idea of where 
they are going and what part they can 
play in the march forward of our en- 


tire civilization of which the electric 
industry is so characteristic a part, to 
those who have confidence in our sys- 
tem, in the ability of an individual to 
advance himself if he has the necessary 
qualities of mind, character, and per- 
sonality, to all of those the opportuni- 
ties to serve and advance in the power 
industry are wide open. 





Looking to the Future 


6¢’ I ‘HE young men and women of today have before them 

opportunities greater than have existed since the be- 
ginning of time. Strangely enough, the word ‘opportunity’ 
has no equivalent in some languages. To people who live under 
totalitarianism, however, this omission is not serious. They 
have little need for such a word. But it is a priceless word in 
the vocabulary of an American and it will become increasingly 
meaningful as time goes on. 

“Looking back along the road that Americans have traveled 
in the past, it may seem that so much has been accomplished 
that there may be a shortage of opportunities in the future. But 
when we glance along the road ahead, we realize that there are 
many more opportunities before us than there were in the 
years gone by. 

“Think of the many new inventions and discoveries of the 
last few years on which whole new industries are being built! 
Radar, atomic energy, electronics, synthetic chemistry, anti- 
biotics, plastics, and hundreds of other new and revolutionary 
developments are still in their infancy. The United Nations and 
the problems which that organization faces may well create 
wholly new and different fields of endeavor in finance, in so- 
ciology, and in law. 

“A century ago, thousands of families left their homes east 
of the Alleghenies and braved the unknown wilderness in search 
of fortune. They knew before they started that thirst, hunger, 
exposure, and savage enemies were obstacles which they would 
have to overcome before they could span the continent and reach 
their goals. Did these hardships stop them? Not for a minute! 
They knew that anything worth while can be gained only b 
taking risks, by hard work, and by determination. Most Ameri- 
cans still believe in that creed. America is Not getting soft. 
Like the hardy pioneers who defied the hazards of the trail, 
Americans know that you have to GIVE in order to GET. 

“Under our system of competitive free enterprise, to all who 
are willing to work, to think, and to dare, the American Way 
brings rich rewards!” 

—Harvey S. Firestone, Jr., 
President, Firestone Tire & Rubber Company. 
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Ruling Factors behind Today’s 
Utility Financing Problems 


The great need of funds for expansion; the change 

which has taken place in the nature of the capital 

markets; and a consideration of what the effect of 

these developments is likely to have on public utility 
regulation. 


By FERGUS J. McDIARMID* 
SECOND VICE PRESIDENT, THE LINCOLN NATIONAL LIFE INSURANCE COMPANY 


AST fall I contributed an article to 
[‘ the Pusiic Urtiiitres Fort- 
NIGHTLY, entitled “The Utili- , 

ties Face a Big Financial Problem.” ! ' 
During the six months which have 
elapsed since that article was written, 
considerable water has flowed under 
the bridge. The financial trends ana- 
lyzed therein have been confirmed in a 
general sort of way. The increase in 
the cost of bond money referred to 
therein came at least to a temporary 
halt early this spring ; and there has, if 


ing by the utilities, has been further 
confirmed by the passage of time. The 
/sale of public utility preferred stocks 
has become an increasingly difficult 
matter ; and experience has shown that 
the ready sale of even a modest issue 
cannot be assured, even by the inser- 
tion of a strong sinking fund. The 
spread between yields on bonds and 
preferred stocks of the same utility has 
increased from less than 1 per cent 
two years ago to nearly 2 per cent to- 
day, The raising of capital by the sale 


anything, been a slight tendency for ,/of common stock by the average utility 


utility borrowing rates to drop in re- 
cent weeks. Whether this is any more 
than a minor fluctuation in the market 
cannot yet be told; and I, for one, have 
given up trying to guess these matters. 

The situation as seen last fall, re- 
garding the difficulty of equity financ- 

. ” . 
teal personal note, see “Pages with the 

1 Vol. XLI, No. 1, p. 3, January 1, 1948. 
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has become a quite expensive process, 
and the cost of this type of financing 
might increase still further if it were 
put to the test on a broader scale. 
These facts have become increasing- 
ly apparent to utility managements as 
they have proceeded to raise funds to 
pay for their current unprecedented 
capital requirements. Such trends 
should also be of more than passing 
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interest to public utility regulatory au- 
thorities in determining what consti- 
tutes a fair rate of return on utility 
properties. 

In this article an attempt will be 
made, among other things, to throw a 
little light on some of the forces which 
have helped to shape the present financ- 
ing problem faced by the utilities. 


Life Insurance Funds and Public 
Utility Financing 

j understand the nature of the 

problem facing the utilities, it is 
necessary to understand the change 
which has taken place in the nature of 
the capital markets. During the last 
great period of public utility new 
money financing, which was the decade 
of the Twenties, the principal buyers 
of public utility securities were individ- 
uals. Since that time, financial institu- 
tions, of which by far the most impor- 
tant are the life insurance companies, 
have become the main suppliers of pub- 
lic utility capital. It is a well-under- 
stood fact that a large utility bond 
issue, or even preferred stock issue, 
cannot be successfully marketed if the 
major life insurance companies ab- 
stain from buying. It therefore seems 
appropriate to review the relative im- 
portance of life insurance funds in our 
economy and also the factors which 
tend to limit and restrict their invest- 
ment. 

Late in 1947 the assets of United 
States life insurance companies passed 
the $50 billion mark, and they are 
now increasing at a net rate in 
excess of $3 billion a year. Just 
how important is this flow of savings 
through the life insurance companies 
in relation to the total savings of our 
people? The sum total of savings by 
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individuals has been estimated by the 
Department of Commerce and the Se- 
curities and Exchange Commission 
and is reported in the Survey of Cur- 
rent Business for July, 1947. Such 
savings are represented by the sum of 
a number of items, the main ones be- 
ing the net increase in holdings of cur- 
rency and bank deposits, the increase 
in insurance and pension reserves, the 
increase in security holdings, including 
U. S. savings bonds, the increase in 
equity in dwellings, and the net de- 
crease in consumer debt. 


| ey the boom year 1929, the increase 

in life insurance reserves accounted 
for over 40 per cent of the total esti- 
mated amount of individual savings 
in that year. During the decade of the 
Thirties, which was a period of low sav- 
ing, the increase in life insurance re- 
serves accounted for over three-fourths 
of all saving by individuals. 

During the war years the total of 
individual saving was greatly swollen 
and life insurance accumulations, 
though rising, did decline as a propor- 
tion of total saving to less than 10 per 
cent in 1944, Since then net savings of 
individuals have declined very sharply, 
while life insurance assets have con- 
tinued to grow at about the same rate. 
As a result, life insurance accounted 
for 22 per cent of the total saving flow 
in 1946, and in 1947 accounted for 
probably over one-fourth of all in- 
dividual saving. 

Certain features of the American 
economy tend to increase the relative 
importance of savings made through 
life insurance. These include the in- 
creasingly urbanized and specialized 
nature of our economy, To an increas- 
ing extent the tools of production are 
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financed and owned on a collective basis 
rather than through direct ownership 
by individuals. 

Also, because of ascending income 
tax schedules on high incomes and the 
general leveling which has taken place 
in real income, an increasing propor- 
tion of total saving is now derived 
from people in the middle income 
brackets. This is the group which prob- 
ably makes the largest proportional 
part of its saving through life insur- 
ance rather than through the direct 
ownership of securities and properties, 
including equities in businesses. 


ss AVINGS made through life insurance \ 


have certain noteworthy charac- 
teristics. First of all, they are relative- 
ly stable—much more so than the sum 
total of individual savings combined. 
The reasons for this can be readily 
surmised. As long as a life insurance 
policy is kept in force, the accumula- 
tion of reserve becomes an automatic 
matter ; and people do tend to keep their 
insurance in force, even if other types 
of savings have to go. 


Another feature of life insurance 


saving is the relatively limited scope 
for its investment, By law and tradi- 
tion life insurance reserves must be 
invested largely in senior securities— 
which means largely in bonds and 
mortgages. 

What are the reasons for this? In 
the first place, life insurance assets have 


been traditionally regarded as trust 
funds, and their investment in the most 
secure media has seemed proper. 

Second, the mathematical calcula- 
tion of life insurance reserves assumes 
a fixed but certain rate of return. 

Third, there is the matter of keep- 
ing the law. The laws of most impor- 
tant insurance states require that life 
insurance funds, aside from a limited 
proportion, should be invested in debt 
type of securities. 

Fourth, there is the matter of valua- 
tion of assets. Life insurance compa- 
nies are permitted to carry bonds and 
mortgages at amortized values. Stocks, 
both preferred and common, however, 
must be carried at market values, 
which are subject to wide fluctuations 
that do not fit well into the life insur- 
ance accounting picture. Because of 
this, life insurance companies with 
over 5 per cent of their assets invested 
in stocks of all sorts are the exception 
rather than the rule, 

Another factor affecting life insur- 
ance investment policy is that tax ex- 
emption in securities has very little 
value to such institutions. In this re- 
spect their position differs radically 
from that of wealthy individuals to 
whom the chance to substitute a capi- 
tal gains tax of 25 per cent for the 
regular income tax schedule is very 
important, 

For these various reasons life insur- 
ance companies have become the main 


e 


financing, which was the decade of the Twenties, the prin- 


g “DurIinG the last great period of public utility new money 


cipal buyers of public utility securities were individuals. 
Since that time, financial institutions, of which by far the 
most important are the life insurance companies, have be- 
come the main suppliers of public utility capital.” 
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buyers of securities which base their 
appeal upon a steady rate of return 
rather than upon tax exemption or the 
chance for capital gain—in other 
words, the type of securities which the 
public utilities have principally to sell. 


Current Financing Problems of the 
Utilities 
7s utilities must raise in the next 
few years a large amount of capi- 
tal from outside the industry. From 
reading prospectuses I have gained the 
impression that additions to utility 
property in the five years 1947-1951 
on the part of many companies will 
cost amounts equal to at least one-half 
the book value of plant at the begin- 
ning of this period. This is partly the 
result of the actual physical volume of 
new property required and -partly be- 
cause the unit cost of this new property 
is nearly twice as high as before the 
war. 

In meeting this demand for capital, 
the utilities must compete with other 
divisions of industry, many of which 
also have very heavy capital require- 
ments. The oil industry, for example, 
has capital requirements roughly in a 
class with that of the utilities. Also 
there are the very heavy capital de- 
mands of the building industry, par- 
ticularly in the residential field. 

This extremely heavy capital de- 
mand exists at a time when people are 
choosing to save less, Dollar savings 
of individuals have fallen off to about 
one-third of their wartime peak. Be- 
tween the third quarter of 1946 and 
the third quarter of 1947, the level of 
personal incomes, after taxes, increased 
by an amount equivalent to over 
$18 billion per annum, Over this 
period, however, dollar savings of in- 
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dividuals actually declined; and real 
savings, after making allowance for 
the lower purchasing power of the dol- 
lar, underwent a considerable decline. 
As Professor Sumner Slichter of Har- 
vard recently put it, “The need of in- ” 
dustry for funds with which to enlarge 
and modernize its plant and equipment 
exceeds the willingness of the com- 
munity to save.” 


HIS situation is reflected in a num- 

ber of ways. In the first place, life 
insurance companies and other large 
investors no longer have what can be 
called an investment problem. Avail- 
able outlets for their funds of a suit- 
able nature equal or exceed the volume 
of funds available. These institutions 
are no longer out beating the bushes ; 
for investments but are picking and 
choosing among the opportunities pre- 
sented. 

Interest rates on highest-grade long- 
term securities have risen by about 
one-half per cent from their lows, and 
have probably only been prevented 
from going higher by the Federal Re- 
serve’s pegging of the long-term rate 
on U. S. government bonds. In the 
case of bonds involving substantial 
credit risk, the increase in rates has 
been considerably greater. In fact, in 
the case of marginal credits, it may 
now be difficult to obtain financing on 
any terms. 

There is one possible circumstance 
which might drive down the rates at 
which utilities can raise bond money 
in the direction of the low point of a 
couple of years ago. I refer to a re- 
newal of deficit financing by the Fed- 
eral government. This would be the 
equivalent of creating through the in- 
flation of bank deposits or currency a 
AUG. 26, 1948 
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Savings through Life Insurance 


6¢ one made through life insurance have certain noteworthy char- 

acteristics. .. . they are relatively stable—much more so than the 

sum total of individual savings combined. The reasons for this can be 

readily surmised. As long as a life insurance policy is kept in force, the 

accumulation of reserve becomes an automatic matter; and people do 

tend to keep their insurance in force, even if other types of savings have 
to go.” 





supply of new money to compete with 
legitimate savings as represented by 
such items as life insurance reserves or 
savings bank deposits. However, one 
does not have to be a professional 
economist any more to guess where 
this sort of thing would lead. One 
would imagine that most public utility 
managements would rather pay an ex- 
tra one-half per cent, or even one per 
cent, on new bond financing than to 
see our present 60-cent dollar shrink 
to a 40-cent size, with all that this 
would imply in higher operating costs. 


HERE is in any case little doubt as 

to the ability of the great majority 
of utility companies to sell bonds on 
some kind of basis. That is not the 
problem, The problem is to balance this 
with equity financing. 

Consider what has happened to the 
preferred stock market, In the two or 
three years leading up to the summer 
of 1947, the utilities had enjoyed a 
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very favorable market for their pre- 
ferred stocks. This market was based 
largely on the willingness of financial 
institutions to purchase these stocks, 
as the yield bases on which they were 
sold were not attractive to individuals. 
Rather suddenly in the summer of 
1947 this market came to an end. What 
were the reasons for this? There were 
several : 


1. Financial institutions had been 
driven to purchase preferred stocks 
largely by the very low interest rates 
obtainable from bonds. With a sub- 
stantial increase in bond yields, this 
pressure was relieved. 

2. Some institutions which had been 
heavy buyers of preferreds had about 
reached their practical limits for such 
holdings, in view of the fact that they 
must carry these in their statements at 
market values. 

3. The bad market behavior of pub- 
lic utility preferred issues which fol- 
lowed discouraged further buying even 
after dividend rates had been ma- 
terially increased. 
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7 belated attempt of utilities to 
sweeten preferred stock issues by 
inserting sinking funds has not ma- 
terially changed the situation. At the 
present time the sale of public utility 
preferred stocks is a laborious, expen- 
sive, and risky job. No present market 
seems to exist for a real large issue of 
such securities. For reasons stated 
above, financial institutions are not 
large buyers; and the fixed, fully tax- 
able return, with little possibility for 
capital gain, has only limited appeal to 
well-to-do individuals. 

Now take the case of utility common 
stocks, Many such stocks of major 
utilities are selling at under ten times 
current earnings, to yield over 6 per 
cent on the basis of apparently well- 
protected dividends. In the case of 
lesser names, yields as high as 8 per 
cent are obtainable. It is obvious then 
that the sale of such stocks is a quite 
expensive way of raising capital. The 
reasons for this are partly outside the 
industry and partly inside. 

The effect of high income tax rates, 
particularly in the upper brackets, is to 
dry up the natural source of risk-tak- 
ing equity capital. Indeed, the effect of 
leveling net incomes after taxes, via 
the income tax route, is probably to de- 
crease the proportion of the national 
income which is saved. I have a theory 
that the run-down condition of much 
of British industry today results from 
the low level of national savings, re- 
sulting in turn from the high level of 
income taxation following World War 
I. Inan age when the country’s strength 
depends primarily on the state of its 
industrial plant, this may be dangerous. 


Ae the increased gathering of sav- 
ings into financial institutions, 
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previously referred to, has placed a 
high proportion of total savings into 
the hands of those who are the sup- 
pliers of loan capital rather than equity 
capital. After all, it is equity capital 
which must plow new furrows before 
the loan capital can be planted, 

Now, looking inside the industry, 
there are reasons why investors may 
take a cool view of utility stocks as 
compared with other types of equities 
—chemical stocks, for example. Over 
an extended period of years the in- 
creased investment in the utility indus- 
try has not been matched by a corre- 
sponding increase in the earning power .- 


of that industry. In the case of electric / 


utilities, in spite of a 50 per cent in- © 
crease in customers, nearly a 50 per 
cent increase in generating capacity, 
and a doubling in power output since 
1930, the number of dollars earned by 
that industry has increased very little, 
and the individual dollars are worth 
less. In the telephone industry, a 50 per 
cent increase in telephones and net plant 
investment since 1930 has resulted in 
very little, if any, increase in dollar 
earnings of the industry. At the pres- 
ent time, in spite of large recent and 
current expenditures on new and effi- 
cient plant, the utility industry, because 
of rising costs, is hardly managing to 
hold its own, earnings wise. This is 
not a situation calculated to stir en- 
thusiasm in potential suppliers of 
equity capital. The utility industry can 
still sell common stocks, but for a rela- 
tively low multiple of current earnings. 


Effect on Regulatory Policy 


mAT effect are the above-de- 
scribed developments likely to 

have on public utility regulation ? 
First of all, the higher cost of pub- 
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lic utility financing, particularly in the 
equity field, requires reconsideration of 
what constitutes an appropriate rate of 
return on utility rate bases. After all, 
the main reason for allowing such a 
rate of return at all is to attract neces- 
sary capital. For a period of years, un- 
der the pressure of declining money 
costs, ideas as to what constituted a 
satisfactory rate of return tended 
downward, until in some jurisdictions 
they approached 5 per cent, Present 
circumstances call for a reversal of this 
trend. 

Consider the case of a high-grade 
utility desiring to maintain a capital 
structure in the order of 50 per cent 
bonds, 20 per cent preferred stock, and 
30 per cent common equity, A couple 
of years ago, at the bottom of the in- 
terest cycle, such a company might 
have raised long-term bond money at 
a cost of 24 per cent, preferred stock 
capital at 33 per cent, and sold common 
stock for 15 times earnings. Its 
average cost of capital on this basis 
would have been about 4 per cent. To- 


up about 14 per cent during the last 
two years, but the difficulty and uncer- 
tainty of raising equity capital, even 
on the basis quoted, has greatly in- 
creased. In the case of a utility of some- 
what under top credit standing, the 
change has been even greater, with an 
over-all cost of raising capital up at 
least 2 per cent to a present level of 
around 64 per cent. 


N° let us go a step further and 
imagine that money costs in- 
crease still further, either because such 
costs have increased generally or be- 
cause utility credit deteriorates. The 
latter might come about if the regula- 
tory authorities are slow in granting 
rate increases required to offset rising 
costs. Under such circumstances, bond 
money might cost 3} per cent, pre- 
ferred stock money (if any was to be 
had) 6 per cent, and common stock 
sell at six times earnings. This would 
mean an over-all money cost in excess 
of 8 per cent. 

y I would conclude that under present 


day the same utility would have to pay ,/money cost conditions an allowable 


around 3 per cent for bond money, 44 
per cent for preferred stock capital, 
and could get for its common stock 
about ten times earnings. This repre- 
sents an over-all cost of capital of 
nearly 54 per cent. 

Not only has the over-all cost of 
raising capital to such a utility gone 


e 


rate of return under 6 per cent is diffi- 
cult to defend, and a return materially 
under 63 per cent may be too low. An 
attempt to set too low a rate of return 
now will require a still higher return 
later, as it will increase the cost of 
money to the utilities by undermining 
their credit in the eyes of investors. 


to raise capital, is a delicate plant and rather easily injured. 


q “... the credit of public utilities, on which hangs their ability 


... certain trends in the industry—such as a low or nonex- 
istent return on net additions to invested capital, and higher 
operating ratios, due to higher operating expenses and taxes 
—have tended to hurt the sale of utility equities.” 
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A second point I would make is that 
it may be necessary to permit the utili- 


’ ties to create indebtedness in excess of 


50 per cent of their capital structure, 
because of the difficulty of raising capi- 
tal in any other way. This might be 
done through the sale of convertible 
debentures, a financial device used by 
such leading utilities as American Tele- 
phone and Telegraph and Common- 
wealth Edison. Under favorable stock 
market conditions these tend to be con- 
verted, so that the equity base is there- 
by increased. Another possibility is the 
issuance of serial or sinking-fund de- 
bentures with a term shorter than the 
mortgage bonds. It is noted that some 
public utilities are now substituting 
such serial debentures for preferred 
stock financing in recently announced 
plans. 


N closing, I would like to stress the 
fact that the credit of public utili- 
ties, on which hangs their ability to 
raise capital, is a delicate plant and 
rather easily injured. As previously 
pointed out, certain trends in the in- 
dustry—such as a low or nonexistent 
return on net additions to invested 
capital, and higher operating ratios, 
due to higher operating expenses and 
taxes—have tended to hurt the sale of 
utility equities. Analogies have been 
drawn between these trends and simi- 
lar ones in the railroad industry, Any 
undue hesitation on the part of the 
regulatory authorities in recognizing 
the earnings needs of the industry and 
granting rate increases to offset higher 
costs could seriously impair the ability 
of the industry to raise the capital it 
must somehow obtain. 
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ee Bn- effect of confiscatory taxes on large corporations 
and On individuals in the higher income brackets is to 
reduce the profitableness of productive enterprise and hence to 
weaken the incentive to such enterprise. Corporations and in- 
dividuals that invest their funds, particularly in the form of 
capital stock and other junior equities, assume serious risks. 
Possible earnings must be sufficient to warrant those risks. 
When tax rates on earnings approach confiscatory levels, it 
ceases to be worth while to make many business investments 
that would be made under more favorable conditions. And a 
decline in business investment means a decrease in employ- 
ment opportunities and a diminished amount of investment 
per wage earner, with lower labor productivity and, a lower 


standard of living.” 


—Excerrt from “The Guaranty Survey” published 
by Guaranty Trust Company of New York. 
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Electric Utility Stocks 
Are Better Than Ever! 


Have utility company common stocks temporarily lost some of their ap- 
peal to investors? Market prices of utility common stocks and industrial 
common stocks moved generally in unison during 1946 and the first 
half of 1947. Beginning in the latter half of 1947, however, utilit 

operating company stock prices moved downward more sharply an 

to date, have not regained their relative position. Here is a factual 
analysis showing lack of economic foundation for this financial situation. 


By HAROLD H. SCAFF* 
VICE PRESIDENT, EBASCO SERVICES INCORPORATED 


HAT is the matter with electric 

W\ utility stocks? A recent study 
shows that high-grade com- 

mon shares are now selling at an aver- 
age of 14 times earnings. Two years 
ago these same stocks were selling at 
21 times earnings, Medium-grade 
common shares can be bought for 9 
times earnings as against a price 15 
times earnings two years ago. Why 
this apparent decline in investor favor? 
Coming as it does just at a period 
when the electric utility industry is 
faced with an unprecedented need for 
capital, particularly equity capital, to 
carry out its plant expansion program, 
this situation has naturally caused 
some concern within the industry. 


*For additional personal note, see “Pages 
with the Editors.” 
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And so.an effort has been made to find 
out what were the reasons behind this 
relatively adverse market action on 
electric utility common stocks. 

Numerous articles were reviewed, 
qualified experts were consulted, and 
others with appropriate business ex- 
perience and connections were inter- 
viewed. The answer seemed to point 
to two responsible factors: (1) anxiety 
over the possible adverse effect on net 
earnings of the giant construction pro- 
gram proposed by privately owned 
electric utility companies; (2) the ef- 
fect of rising operating costs. 

Yet it should be obvious to anyone 
with the knowledge of economics of 
the electric utility business that these 
two factors should not affect net earn- 
ings-in any such fashion. It thus fol- 
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lows that the only basis for such appre- 
hension on the part of the investor 
must lie in misunderstanding. And to 
remove such misunderstanding, a 
booklet, to be made available for dis- 
tribution later, is being prepared to 
clarify, for the benefit of the investing 
public and others, the effect of the in- 
dustry’s expansion program on the net 
earnings of the electric companies. 

The booklet will cover briefly the 
operating and financial history of the 
electric industry, to show the solid 
foundation upon which the industry 
has been built and the growth of earn- 
ing power that it has experienced ; also 
that it has great stability of earning 
power which is so essential to attract- 
ing capital, The future of the industry 
will be covered in considerable detail, 
with particular emphasis on the effect 
of the proposed construction program, 
to show its future potential strength 


and stability. 
Gu of the points of major impor- 
tance to the future of the industry 
that will be brought out in the booklet 
are covered in the following discussion. 
The history of our economy shows 
the growing dependence of industry 
generally on central station power, and 
the increasing amount of energy avail- 
able per industrial worker. It can, 
therefore, be said that the future of 
power is the future of the country it- 
self, and there is little doubt that the 
economic maturity of the country is 
not even in the foreseeable future. 
The part which the American home 
will play in the future of the industry 
is significant. The National Associa- 
tion of Housing Officials estimates 
that there exists a potential demand of 
4,500,000 housing units by 1951, and 
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20,000,000 by 1960—an average in- 
crease over the period of over 1,500- 
000 units annually. 

Added to that basic demand is the 
fact that the general high cost and 
gradual disappearance of domestic 
servants is stimulating the market for 
major labor-saving appliances. While 
the use of some of the heavy energy- 
consuming devices is fixed by com- 
petitive fuel, the present degree of 
saturation is so low and their conven- 
ience and necessity value so high that 
substantial growth and expansion in 
the use of such appliances as water 
heaters, ranges, and ironers can be 
generally anticipated. Electrical Mer- 
chandising estimates that at the end 
of 1947 there were 93.1 per cent houses 
without electric water heaters, 85.5 per 
cent without electric ranges, and 92.7 
per cent without ironers. The Twen- 
tieth Century Fund has estimated that 
while mechanical appliances cost the 
nation $958,000,000 in 1940, $1,400,- 
000,000 will be spent in 1950 and $1,- 
800,000,000 in 1960. Furthermore, 
the report states, and this is highly sig- 
nificant, “As late as 1960 purchases of 
mechanical household appliances will 
be expanding more rapidly than con- 
sumers’ income.” The heat pump holds 
promise of becoming a source of profit- 


able income. 
prog customers, consisting 
of stores, offices, warehouses, and 
similar small light and power users, 
are one of the best markets for utili- 
ties today. A recent survey of 16,000 
department, chain, and independent 
stores indicated that 74 per cent of the 
chains, 72 per cent of the departments, 
and 31 per cent of the independents 
plan some type of modernization dur- 
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ing the period 1948 to 1950. Lighting 
goes hand in hand with modernization. 
It has been estimated that over 16 bil- 
lion additional kilowatt hours would 
be sold annually if the 250,000 schools, 
1,500,000 stores, and 100,000 office 
buildings were raised only to the stand- 
ard of good practices of today. 

By 1951 approximately all of the 
nation’s occupied farms will be served 
with electricity, which means that 
some 1,800,000 farms will have to be 
connected to utility lines between now 
and that time, The pent-up demand for 
better street and highway lighting 
which could not be satisfied because of 
material shortages during the war is 
now taxing the capacities of equipment 
manufacturers. 

All these foreseeable increases in 
utility load, together with the increased 
power requirements of industry, which 
recently were estimated to amount to 
approximately 18 billion kilowatt 
hours for the period from the end of 
1947 to 1951, tell plainly the story of 
why the electric industry is being called 
on to plan an expansion program which 
is expected to reach 17,000,000 kilo- 
watts of new hydroelectric and steam 
capacity and will cost, over a 4-year 
period ending 1951, approximately $6 
billion. 


NOTHER recent estimate for 1951 
indicated a total installed capac- 


supply of 71,400,000 kilowatts. As. 
suming that the existing ratio of pri- 
vate to public plant will remain at frac- 
tionally over 4.1, the capacity of priv- 
ate plant in 1951 will then amount to 
57,300,000 kilowatts. 

It is impossible to tell at this date 
how the financing will be done, but to 
give some idea as to the magnitude of 
the job of raising outside capital by 
classes of securities, the figures be- 
low show what would have to be done 
under a formula requiring 50 per cent 
debt and the balance in preferred and 
common stocks and surplus. 

Based on the action of the bond 
market in recent months, the electric 
utility companies generally will not en- 
counter: much difficulty in that part of 
their financing program involving the 


isale of bonds or debentures. But such 


companies may not find it so simple to 
raise money by the sale of preferred 
and common stocks, unless the minds 
of investors are freed from misconcep- 
tions now existing as to the industry’s 
future earning power. 


Cs MON and preferred stock prices 
depend largely on dividend ra- 
tios and hence on earning capacity. Let 
us see what this proposed construction 
program should do in the way of help- 
ing the net earnings picture, 

; Considerable savings are inherent 
in the operation of the new modern 


ity for all plants contributing to public | plants as compared to the present aver- 


Total construction program 


Cash generated internally except surplus 
Balance to be financed from surplus and outside sources .... 


Bonds and debentures 
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age of the industry. Analyses of sev- 
eral proposed power stations show that 
with the new and more efficient plants 
burning coal and oil, fuel costs based 
on present prices will be cut something 
between 1.5 and 2 mills per kilowatt 
hour, depending on conditions of load- 
ing. The present program contemplates 
the gross addition of some 16,000,000 
kilowatts of new steam plant and the 
retirement of an unspecified amount of 
existing plant. Assuming that the av- 
erage heat rate of the new plant will 
amount to 11,500 sru per kilowatt 
hour, it has been estimated that the 
composite industry heat rate will fall 
from 17,000 stu per kilowatt hour to 
13,600 Bru, or a decrease of 20 per 
cent, reducing the existing pounds per 
kilowatt hour from 1.31 to 1.05. Such 


/ fuel economies by 1951 are expected to 


save the industry about $150,000,000. 

The savings do not stop here. 
Smaller operating crews, because of 
the larger-size generating units and 
plants, greater mechanization, better 
layout, more labor-saving devices, etc., 
should cut payrolls for these new 
plants to about half as much per kilo- 
watt as for the average of the existing 
stations, The amount of such payroll 
savings for steam power plants has 
been estimated at $35,000,000 in 1951. 

That gives us a combined saving 
(from these two sources) of $185,- 
000,000 or $115,000,000 after Federal 
income taxes. On a 10 times earnings 
ratio they are capable of supporting 
$1.15 billion of common stock capitali- 
zation. They amounted to 30 per cent 
of the $382,000,000 common dividends 
declared in 1947. 


O NE other very important point that 
should not be overlooked in con- 
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sidering the cost structure of the elec- _ 
tric utility industry is the decreasing | 
increment of costs as the volume of! 
business increases. Consider, for ex-' 
ample, the period from 1926 to 1930 
when considerable capacity expansion 
and relatively stable consumer prices 
prevailed. Kilowatt hours generated by 
privately owned utilities increased 32 
per cent. During that same period op- 
erating expenses increased only 19 per 
cent, Unit costs per kilowatt hour gen- 
erated were .93 in 1926 and .84 cents 
in 1930 or a decrease of 9.7 per cent 
during the period. 

Similarly, operating costs per kilo- 
watt installed amounted to $27.90 in 
1926 when total installed capacity 
amounted to 21,800,000 kilowatts. In 
1930 operating costs per kilowatt 
amounted to $23.90 and the installed 
capacity 30,300,000 kilowatts. The in- 
cremental cost of operating 8,480,000 
kilowatts amounted to only $13.45, or 
less than half of the 1926 average cost. 

The operating ratios were 43 per 
cent and 38 per cent for 1926 and 
1930, respectively, while the incre- 
mental operating ratio amounted to 
only 24 per cent. 

This economic characteristic of de- | 
creasing unit costs has contributed sub- 
stantially over the years to the ability 
of the industry to absorb increasing 
operating costs. It will without doubt 
serve a similar purpose in the future. 


HERE are some other points bear- 

ing on the net operating results of 
electric utilities. Engineering progress 
and continued improvement in the art 
of construction and design of power 
plants have helped materially to keep 
costs down in terms of capacity. Loca- 
tion of steam plants adjacent to load 
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Electrification of Farms 


“<7 1951 approximately all of the nation’s occupied farms will be 

served with electricity, which means that some 1,800,000 farms 

will have to be connected to utility lines between now and that time, The 

pent-up demand for better street and highway lighting which could not 

be satisfied because of material shortages during the war is now taxing 
the capacities of equipment manufacturers.” 





centers rather than in relation to avail- 
able sources of cooling water and fuel 
results in savings in transmission and 
distribution investment and mainte- 
nance. Greater use of cooling towers 
for circulating water has made this 
practice possible. 

For example, in July, 1927, the con- 
struction cost index stood 98.1 while 
by the end of 1947 the index had risen 
to 182.2. The average cost of one kilo- 
watt of generating plant in 1927 was 
$96, whereas in 1947 such cost had 
risen only to $115. Thus, during this 
period, simplified and new designs and 
improved methods of construction, 
larger size generating units, including 
boilers, and better and more reliable 


equipment had offset all but $15 of the / 


increased cost per kilowatt. While it is 
appreciated that the construction index 
covers all forms of utility construction, 


AUG. 26, 1948 


nevertheless, the figures shown are an 
indication of the extent to which unit 
costs of capacity have been reduced by 
these items. 

In the fields of transmission and dis- 
tribution, there have been advances in- 
strumental in lowering average unit in- 
vestment costs. For transmission and 
high-voltage substations these include 
simplified designs, larger capacity 
units, and, perhaps of greatest im- 
portance, the ability to operate lines 
and equipment at higher dependable 
loadings. 


G Baws there is the matter of reserve 
plant capacity. Twenty or twenty- 
five years ago it was not unusual for 
isolated systems to carry 40-45 per cent 
reserve plant capacity. By 1941, this 
percentage had dropped to 22 per 
cent. The efficiency of the private 
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utility industry has been such that 
with increasing interconnections, im- 
proved reliability, and better equip- 
ment generally, it has operated success- 
fully on smaller and smaller margins, 
and there is no reason to think that 
this trend will be reversed and that in- 
dustry has to return even to the prewar 
margins of reserve capacity. In fact, it 
has been estimated that reserve capac- 
ity of 15 per cent will be adequate for 
the future, and for large integrated 
power pools a 10 per cent margin will 
be satisfactory. 

A portion of the recent large in- 
crease in utility operating costs has 
been due to the increase in number of 


employees from 201,000 in 1944 to 


262,000 in 1947—an increase of 30 
per cent. In that period, hourly wages 
rose from $1.11 to $1.37. But it can- 
not be anticipated that the number of 
employees will rise substantially over 
the number shown for the end of 1947 
—first, because rehiring of former 
employees after the war has been com- 
pleted; second, because the heavy ac- 
cumulation of deferred maintenance 
during the war will soon be completed ; 
and, third, because new equipment is 
coming along with labor-saving de- 
vices. 

This analysis, so far, has dealt with 
industry averages throughout. Un- 
doubtedly there are companies that 
will not fit into the picture of averages. 
In such cases, rate relief is indicated. 


Gres utility laws generally provide 
not only that utility service be 
rendered at rates which are fair, rea- 
sonable, and nondiscriminatory, but 
also provide that the utility shall ren- 
der service which is safe and adequate. 
When economic conditions jeopardize 
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the ability of utilities to render safe 
and adequate service the commissions 
have to come to their aid. 

The first occasion utilities had to ask 
generally the aid of their respective 
commissions because of the unfavor- 
able impact of economic conditions 
arose after the close of the first World 
War. During the postwar period the 
price of fuel rose sharply and the in- 
crease in utility expenses which this in- 
crease occasioned, seriously affected 
the net income of many companies, In 
order to obtain relief from these con- 
ditions many utilities sought across the 
board increases in rates, while others 
introduced into their rate structures 
fuel adjustment clauses by means of 
which charges to customers were in- 
creased with increases in fuel costs. In 
the first few cases some commission 
Opposition arose, but when utilities 
had made their situation clear, com- 
missions generally authorized the in- 
troduction of these rate changes. 

These commissions know _ that 
money is obtained at favorable rates 
only if companies are in a strong and 
healthy financial condition, and from 
the long-range viewpoint high money 
costs place an added burden on the 
consumer. So far, only a few electric 
companies have asked for “across the 
board” increases in rates. But a num- 
ber have had fuel adjustment clauses 
introduced into their rates where they 
were not already a regular part of the 
rate structures. Other forms of utility 
service, the railroads, telephone com- 
panies, and gas companies, have sought 
and have had granted substantial rate 
increases over the past year or two. It 
is interesting to note a few of the com- 
ments that were made at the time some 
of these increases were granted: 
AUG. 26, 1948 
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service be rendered at rates which are fair, reasonable, and- 


q “STATE utility laws generally provide not only that utility 


nondiscriminatory, but also provide that the utility shall 
render service which is safe and adequate. When economic 
conditions jeopardize the ability of utilities to render safe 
and adequate service the commissions have to come to their 


aid +3 


| pay year the ICC, in granting an 
interim increase of 8.9 per cent 
in freight rates, said, among other 
things: “Our duty is plain, The law 
requires us to give due consideration, 
among other factors, to the need of 
revenue sufficient to enable the carriers 
under honest economic and efficient 
management to provide adequate and 
efficient railway transportation service 
for the nation.” 

The Bell system out of a total appli- 
cation for increases amounting to some 
$200,000,000 already has been granted 
$130,000,000 of rate relief in various 
sections of the country. That the com- 
missions recognized their duty and the 
interdependence of adequate earning 
and the efficient rendering of service to 
the public is exemplified by the two de- 
cisions quoted below. 

In the case of Rochester Telephone 
Corporation, Commissioner Burritt’s 
memorandum contained the following 
statements: “The immediate critical 
needs of the company are for sufficient 
revenues to meet its operating expenses 
and fixed charges (interest charges), 
and to make it possible for the com- 
pany to obtain the funds necessary to 
carry on the plant construction pro- 
gram in which it now is engaged. .. . 
Thus it appears that immediate relief 
in the form of interim rates should be 
granted the company.” 
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HE North Carolina commission, 

in ruling on the application for 
increased rates by the Southern Bell 
Telephone & Telegraph Company,’ 
said among other things: “This situa- 
tion (reduction in net income) is giv- 
ing this commission grave concern be- 
cause it is obvious to this commission 
that a company in this plight is not ina 
position to get new money needed for 
its unprecedented expansion program 
by the sale of stock or bond issues. It 
is, therefore, apparent to this commis- 
sion that unless the several regulatory 
bodies, including this commission, pro- 
vide rates which will provide a fair 
profit to the company, the expansion 
program needed will be crippled or 
negated . . . it is obvious to even the 
novice that unless the company is put 
in a position to give good service and 
provide the necessary expansion the re- 
sult would be disastrous, not only to 
the company but to the public as well. 
... In view of the above, the commis- 
sion is of the opinion that the (in- 
creased) rates and charges requested 
by the petitioner, which are considered 
reasonable, should be granted.” 

Even the Supreme Court of the 
United States, in upholding a rate re- 
duction order of the Federal Power 
Commission? in the celebrated Hope 


1 (1948) 72 PUR NS 33. 
2 (1944) 320 US 591, 51 PUR NS 193, 200. 
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Natural Gas Company Case in 1944, 
used language which must be consid- 
ered in the light of protection for the 
investor in utility securities. The court 
then said in part: “. . . the investor in- 
terest has a legitimate concern with the 
financial integrity of the company 
whose rates are being regulated, From 
the investor or company point of view 
it is important that there be enough 
revenue not only for operating ex- 
penses but also for the capital costs of 
the business. These include service on 
the debt and dividends on the stock. 
... By that standard the return to the 
equity owner should be commensurate 
with return on investments in other 
enterprises having corresponding risks. 
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That return . . . should be sufficient to 
assure confidence in the financial in- 
tegrity of the enterprise, so as to main- 
tain its credit and to attract capital.” 


ica up these various points of 
consideration, it would seem that 
far from having any possible effect on 
the electric utility industry, the con- 
templated expansion program should 
be of great assistance in keeping the in- 
dustry in a healthy condition—by pro- 
viding greater revenues and decreasing 
units costs. It should certainly follow 
that net revenues will be earned in 
amounts sufficient to attract the capital 
that will be required to meet the de- 
mands made upon the industry. 


















The Trend against Public Ownership 


<4 A frequent intervals, American citizens have the oppor- 

tunity to vote on issues which in one way or another 
involve private ownership and operation of electric utilities. 
And in the majority of instances private enterprise is given 
the green light. 

“Recently in Oklahoma, six towns voted on whether or not 
to extend the franchises of a large power company. A total of 
977 people voted—and 972 of them voted ‘yes’! The utility 
was favored at the remarkable odds of 200 to one! 

“Literally thousands of elections have been held to decide 
such issues as proposed municipal plants, public power dis- 
tricts, etc. Year in and year out, in most cases, the popular 
werdict has been against public ownership—often by extremely 
heavy majorities. 

“Public opinion polls periodically ask a cross section of the 
American people if they desire or do not desire socialization of 
the electric power industry. In every case the answer has been 
no—and always by a substantial margin. 

“All the factual evidence indicates that the American people 
prefer the publicly regulated, heavily taxed, business-managed 
utility companies to the unregulated, tax-exempt, bureaucrati- 
cally managed systems. The demand for socialized power is 
almost entirely a political demand exerted by those who would 
profit from it in patronage and political advantage.” 

—EpIToRIAL STATEMENT, 
Heavener (Oklahoma) Ledger. 
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Where Do Utility Regulatory 
Commissioners Go? 


A goodly number of them have advanced to high posts in 

our national or state governments; but some “old faithfuls” 

have rounded out a quarter of a century of commission 
service. 


By ROBERT E. 


HE above title does not have to 
do with where do regulatory 


commissioners go after death, 
but where do they go after completion 
of service on regulatory commissions ? 
The article in the FortNiGHTLY of 
March 25, 1948,? on “The Care and 
Feeding of Regulatory Commissions,” 
suggests that this service helps to 
qualify people for more lucrative posts 
in private fields in the future. The pur- 
pose of the present survey is to see 
whether regulatory commission serv- 
ice, particularly on state commissions, 
has been a steppingstone to bigger 
things in the public service, to both 
elective and appointive offices. 
Has any President of the United 
States had a background of regulatory 
commission service? The answer is no. 


*For personal note, see “Pages with the 
Editors.” 

1 By the Honorable John W. Heselton, U. S. 
Representative. 
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However, John W. Bricker, who was 
Republican nominee for Vice Presi- 
dent in 1944, served as a member of 
the public utilities commission of Ohio 
for three years around 1930. He was 
later attorney general and governor of 
Ohio, and now represents that state in 
the U. S, Senate. Huey P. Long, who 
served several years in the early Twen- 
ties on the public service commission of 
Louisiana, later became governor and 
U.S. Senator. His “every man a king” 
program had a popular appeal that 
might have taken him far in politics 
had he not met an untimely death at 
the hands of an assassin. 

Messrs. Bricker and Long are only 
two of several regulatory commission 
members who have reached the U. S. 
Senate, Others now in the Senate are 
H. Styles Bridges, who was a member 
of the New Hampshire Public Service 
Commission from 1930 to 1935, and 
who is now chairman of the Senate 
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Committee on Appropriations; Clyde 
M. Reed, chairman of the Kansas Pub- 
lic Utilities Commission from 1921 
to 1924, after which he was governor 
of Kansas before becoming its U. S. 
Senator; and George W. Malone of 
Nevada, who has seen service on its 
public service commission. Senator 
Reed, incidentally, serves on the Com- 
mittee on Interstate and Foreign Com- 
merce of the Senate, while the engi- 
neering background of Senator Malone 
is available to the Committee on Pub- 
lic Works of which he is a member. 
Senator Maybank of South Carolina 
was chairman of the South Carolina 
Public Service Authority from 1934 
to 1938. Senator O’Conor of -Mary- 
land was once people’s counsel for the 
Maryland Public Service Commission. 


[ is to be noted that a number of the 


present members of the U. S. 
House of Representatives were for- 
merly on their state regulatory com- 
missions. Among these are Havenner 
of California, Fernandez of New 
Mexico, and Granger of Utah. 

State regulatory commission mem- 
bership experience does not seem to be 
represented on the U. S. Supreme 
Court. Associate Justice William O. 
Douglas, however, came to the Su- 
preme Court directly from the chair- 
manship of the Securities and Ex- 
change Commission, E, Barrett Pret- 
tyman, one-time general counsel of the 
District of Columbia commission as a 
part of his duties as corporation coun- 
sel of the District of Columbia, is now 
an associate justice of the U. S. Court 
of Appeals for the District of Colum- 
bia. Richmond B. Keech, associate 
justice of the district court of the 
United States for the District of 
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Columbia, once served on the District 
of Columbia commission. Alvin C. 
Reis, who reached the Wisconsin state 
bench by way of a staff post with its 
utilities commission, has had recent 
well-publicized utility work in connec- 
tion with his Two Rivers rate case de- 
cision. James H. Wilkerson, a well- 
known former U, S., district judge in 
Chicago, was chairman of the Illinois 
Public Utilities Commission from 
1919 to 1921. 


| pyres Truman’s Cabinet has 
a regulatory commission touch in 
the person of Julius A. Krug, Secre- 
tary of the Interior. He has had serv- 
ice on the staffs of the Wisconsin Pub- 
lic Service Commission; the Federal 
Communications Commission, and the 
Kentucky Public Service Commission. 
Also in the Interior Department or- 
ganization will be found Paul J. Raver, 
once on the staff of the Illinois com- 
mission, as administrator of the 
Bonneville Power Administration, and 
Henry W. Blalock, a member of the 
Arkansas commission a few years ago, 
now assistant to the administrator of 
the Southwestern Power Administra- 
tion after having served also as a spe- 
cial assistant to the Federal Power 
Commission. 

Presidents of the United States 
have always drawn heavily on state 
regulatory commissions in select- 
ing members of Federal regulatory 
bodies. When the Interstate Commerce 
Commission was set up in 1887 with 
five members, one of the five, Walter 
L, Bragg, had been a member of the 
Alabama Railroad Commission, To 
date, forty-nine men have served as 
members of the ICC; eleven of these 
men were formerly members of state 
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regulatory commissions, and another, 
J. H. Alldredge, was once on the staff 
of the Alabama commission. Some 
real “iron men” have come to the 
ICC from the state commissions 
such as Charles C, McChord (Ky.) 
who served twenty-five years, B. H. 
Meyer (Wis.) who served twenty- 
eight years, Clyde B. Aitchison (Ore. ) 
who has served since 1917, and Joseph 
B, Eastman (Mass.) who served 
twenty-five years. The present ICC 
membership of eleven includes three 
former state commissioners, Aitchison 
(Ore.), Splawn (Tex.), and Barnard 
(Ind.), and also Mr. Alldredge, re- 
ferred to above. 


HE Federal Communications 

Commission today (and since its 
organization in 1934) has as a member 
Paul A, Walker, who came to it from 
the chairmanship of the Oklahoma 
Corporation Commission. A former 
Communications commissioner, Ray 
C, Wakefield, had served on the Cali- 
fornia Railroad Commission. 

The present chairman of the Fed- 
eral Power Commission, Nelson Lee 
Smith, was for many years chairman 
of the New Hampshire Public Service 
Commission. Federal Power Commis- 
sioner Claude L. Draper is a past mem- 
ber of the Wyoming Public Service 
Commission. Clyde L, Seavey, now 
deceased, was a former power commis- 
sioner who had served for years on the 
California Railroad Commission, 


Richard Sachse is another former 
Power commissioner who came from 
the California commission. 

A former regulatory commission 
member now holding a position of 
world prominence is David E, Lilien- 
thal, chairman of the U. S. Atomic 
Energy Commission. He was a mem- 
ber of the Wisconsin Public Service 
Commission in 1931. 


| the foregoing make it appear that 
state regulatory commission mem- 
bers are constantly on the move toward 
membership in Congress, toward Fed- 
eral regulatory commission member- 
ship, etc., it might not be inappropriate 
to say that some state commissioners 
seem to carry on forever in their regu- 
lar round of duties. Among these “old 
faithfuls” there comes to mind Chair- 
man Walter R. McDonald of the 
Georgia Public Service Commission 
and also currently president of the Na- 
tional Association of Railroad and 
Utilities Commissioners, and Chair- 
man Milo R. Maltbie of the New 
York State Public Service Commis- 
sion. Each of these gentlemen has over 
a quarter century of state regulatory 
commission membership to his credit. 
Mr. Maltbie recently announced his 
retirement. 

It seems safe to conclude that regu- 
latory commission membership and 
staff service also often lead to larger 
fields of public service for the indivi- 
duals concerned. 





“In other parts of the world, where Socialism is being applied in var ng 
degrees, private profit is being outlawed in specific industries and held 
of endeavor. And in the rest of the world, including our own country, the 


salesmen of collectivist Utoptas are tryin 
there is something inherently evil and 


profit.” 


to convince our people that 
tsreputable in the concept of 


—Wrutam K. Jackson, 
Former president, United States Chamber of Commerce. 
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Washington and the 
Utilities 


Boost in Freight Rates 


T= Interstate Commerce Commis- 
sion has finally issued its general 
order in well-known Ex Parte 166, au- 
thorizing various increases (and a few 
decreases) calculated to yield the nation’s 
class I railroads additional revenues of 
approximately $67,400,000. The order 
includes an increase of 15 per cent. Al- 
though this recent order, dated July 27th, 
brings the total increases for class I 
railroad freight revenues (under Ex 
Parte 166) to $1,535,000,000 or 224 per 
cent, this compares with the railroads’ 
petition for rate increases of nearly $2 
billion or 28.75 per cent. 

Historically, the freight rates in effect 
on May 6, 1948, produced an average 
freight revenue per ton mile of more than 
1} cents which was the highest since the 
creation of the Interstate Commerce 
Commission in 1887 and according to the 
ICC report is “apparently higher than 
at any time since 1873.” The results, as 
analyzed by the ICC (regarding rates in 
effect on May 6, 1948, as compared with 
1947) and the various estimates sub- 
mitted at the hearings, are shown below. 


Ke the. country as a whole, total op- 
erating revenues are placed at just a 


jemi 


shade under $10 billion. And total op- 
erating expenses $7,500,000,000, new 
railway operating income $1,175,000,000, 
and net income $878,400,000. These 
figures are all based on May 6, 1948, 
rates. The rate of return (on a combined 
value in excess of $20 billion) was esti- 
mated at 5.7 per cent. The commission 
concluded on the entire record that the 
rate increase orders heretofore entered 
in Ex Parte 166 “barely meet the emer- 
gency needs of the petition of the car- 
riers.” 


* 


Special Session Fiasco on Public 
Power Bills 


ES nie the special session come and 
gone, truth is beginning to dawn on 
even the most backward of the so-called 
political observers that the Truman ad- 
ministration did not seriously expect ac- 
tion on its public power measures. This 
was first seen in the sweeping character 
of the recommendations made by the 
President in his message to the Congress 
which included not only funds for the 
controversial TVA steam plant but even 
asked for another verdict on the shelved 
St. Lawrence seaway treaty. In other 


2 


Constructive normal year 

1947 actual 

Railroad estimate for 1947 

Sec. of Agric. estimate for 1947 


State commissions’ estimate for 1947 . 


Railroad estimate for 1 
Sec. of Agric, estimate for 1948 


State commissions’ estimate for 1948 .. 
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7428 
708.3 
880.0 
780.0 
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words, if the President had seriously 
expected the Republican Congress to 
meet his demands, certain Democrats 
would have been within closer striking 
distances of political realization. Hence 
the conclusions that the Democrats were 
more anxious to point up the record for 
purposes of a clean-cut public power issue 
than they were to expect that the Repub- 
licans would do something about it. 

It certainly was difficult to conceive 
that the Republicans, having voted Recla- 
mation Bureau its biggest appropriations 
in history, would reverse their bitterly 
fought judgment on such matters as the 
restrictions imposed on the top level of 
Reclamation Bureau and the relatively 
small amounts which the Republicans 
clipped out of the President’s original 
budget request. 


HESE included — in the Pacific 
Northwest—McNary dam, $8,000,- 

000; Foster Creek (renamed Chief 
seph), $583,000; Hungry Horse, 


Jo 
$2,183,350; and Columbia basin, $1,- 


473,000. 

Representative Ben F. Jensen, early 
in the special session, forecast the doom 
of congressional approval of any of 
these requests during the extraordinary 
meeting. Jensen, who is chairman of the 
Interior Department’s subcommittee of 
the House Appropriations Committee, 
called his group together but it did noth- 
ing, and probably for reasons which 
Jensen made known. 

The total Reclamation appropriation 
during the recent regular session totaled 
$245,566,000, said Representative Jen- 
sen. The largest appropriation ever made 
by a Democratic Congress was in 1946 
when the total was $117,000,000. 

“The fact is,” said Jensen, “in most 
cases the amounts we appropriated at 
the recent session will be ample to carry 
on construction in an orderly manner 
for the entire fiscal year 1949. If, as time 
goes on, it develops that additional funds 
will be needed to prevent a slowing down 
of work on essential projects, the 81st 
Congress will be in session before any 
shortage develops, and whenever it ap- 
pears that additional funds may be re- 
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quired, the President can ask for supple 
mental appropriations from ess,” 

Representative Jensen and the Interior 
Department subcommittee on Appropria- 
tions are planning a visit to most Recla- 
mation projects that are now in course 
of construction, and for which further 
appropriations will be needed next ses- 
sion. 

They want first hand information as 
to the manner in which the Bureau of 
Reclamation is functioning after the re- 
peated spankings it received during the 
late session, and also want to satisfy 
themselves as to the probable needs of 
each project during the fiscal year be- 
ginning next July. 


a the committee has ar- 
ranged to reach Salt Lake City the 
night of September 8th, spend the 9th 
inspecting the Salt Lake City aqueduct 
and other outstanding units of the Deer 
Creek project, and depart the following 
day. This date is subject to change, de- 
pending on when Congress adjourns. 

“When the 81st Congress meets next 
January,” Jensen said, “there will be a 
Republican administration and someone 
in charge at the Department of Interior 
on whom we can rely as to monetary 
needs. Then if they can present a justi- 
fiable case for additional funds to keep 
project construction going at an economi- 
cal construction rate, they will receive 
every consideration.” 

Jensen expressed amazement that the 
President would come back asking for 
additional funds in view of the large ap- 
propriations made for the current year. 

“I have not had a single complaint, 
either from Republicans or Democrats, 
over the amount of money appropriated 
for Reclamation this year. It is just the 
President and a small group of New 
Dealers who are trying to keep the thing 
alive as a political issue.” 

Jensen expressed particular confidence 
in Frank A. Banks, project engineer who 
built Grand Coulee dam and is in charge 
of the Columbia basin project. 

“If Mr. Banks comes in and tells us 
he needs more money he can get it,” 
Jensen said. “He is doing a splendid job 
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out there and we have implicit faith in 
him. It is too bad he isn’t in here as 
Commissioner of Reclamation but he 
won’t leave what he is doing out there 
and I can’t say that I blame him.” 


* 
Gas No Longer a Wallflower 


FEW years ago natural gas was a 
A wallflower at the petroleum party. 
Now it seems she is the belle of the ball. 

About two-thirds of the nation’s 150 
trillion foot supply of gas rests beneath 
the Lone Star state. Texans have been 
burning gas, processing gas—and, yes, 
wasting gas—ever since oil was discov- 
ered at Corsicana in 1894. 

We first used gas for lights. 

“The Unlucky Fuel of a Thousand 
Uses” is the name now applied to natural 
gas by James E. Pew, manager of Sun 
Oil Company’s natural gas and natural 
gasoline division. 

The manufacturer, the chemist, the 
housewife, the gasoline distributor, and 
the butane-propane buyer all want more 
and more gas. 

Mr. Pew’s article from the Sun Com- 
pany magazine is being distributed by the 
Independent Natural Gas Association of 
America. 

He concludes that gas should absorb 
much of the present market for fuel 
oil, and that gas prices should be raised 
to equality with oil: “The average price 
paid at the well for natural gas is ap- 
proximately 11.5 per cent of the price 
ea for crude oil on an equivalent heat 
asis.”” 

Six thousand cubic feet of gas average 
the heat content of a barrel of oil. Texas 
gas sells for 54 cents a thousand average, 
and oil for $2.65 a barrel. On a heat basis, 
35 cents worth of gas equals $2.65 of 
oil in Texas. 


ow long this situation will last no- 
body knows. Experts from the 
liquefied petroleum gas business (butane- 
propane) testified last winter that these 
fuels, by-products of oil and gas produc- 
tion, may become too valuable indus- 
trially to sell as a household fuel. 
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Dr. E. P. Schoch at the University of 
Texas predicted several years ago that 
natural gas, then almost worthless, would 
become so valuable for chemicals that few 
buyers could afford to burn it as indus- 
trial fuel. 

Mr. Pew of the Sun Company says 
competition for gas production should 
be encouraged. It can relieve the load 
upon the oil industry. Gas reserves are 
greater than oil in the United States, he 
points out, and new reserves found an- 
nually exceed the amount used. 

He estimates United States reserves 
have increased from 15 trillion to 150 
trillion feet since 1919, while production 
has increased only half as rapidly. 

While the oil company-official believes 
gas will remain most important as a fuel 
for years ahead, he reports that it is be- 
ing used now for making synthetic rub- 
ber, antifreeze, paints, phonograph rec- 
ords, refrigerants, plywood binding, 
shower curtains, carbon black, natural 
gasoline, and liquefied petroleum gas. 
Much gas goes back into reservoirs to 
lift more oil. 

Despite its growing importance, many 
operators regard as a liability an oil well 
with a high gas ration, says Mr. Pew. 
Conservation agencies are insisting that 
gas be usefully employed or left in the 
ground. 

An estimated 20 per cent of all United 
States gas is wasted, because it must be 
— to get oil out of the ground, he 
said. 

“If the price the oil producer is offer- 
ing for gas is such that he will be unable 
to recover his investment (for handling 
it), he has no other choice than to burn 
the gas as it leaves the wellhead,” Mr. 
Pew continued. 

He blames the Federal Power Com- 
mission for restricting competition for 
gas; for keeping prices low so oil opera- 
tors find it unprofitable to save gas; and 
for discouraging sale of oil-well gas to 
pipe lines through its regulation of gas 
utilities. No other fuel is subject to Fed- 
eral regulation, he declared. 

The subject of amending the Natural 
Gas Act is believed certain to come up 
again in the 8lst Congress. 
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Exchange Calls 


Westinghouse Pushes 
Stratovision 


pO pecemar agen Exectric CorPoRA- 
TION is seeking authority from the 
Federal Communications Commission to 
launch a stratovision service. Strato- 
vision is the beaming of television pic- 
tures from broadcasting equipment con- 
tained in an airplane. The company is 
asking for the exclusive allocation of 
channel 8 at Pittsburgh and covering a 
circular area of about 500 miles in di- 
ameter. 

Ordinary television broadcasts from 
the highest practical tower erected on the 
ground can be received only from 35 to 
50 miles away. Further distance is ob- 
tained by relaying stations, but each re- 
lay introduces additional distortions in 
the picture. 

In stratovision, however, the waves 
sent out from the air-borne antenna 
blanket the earth’s surface like a large 
inverted cone and cover an area about 
500 miles across or equal to about the 
combined area of New York, Pennsyl- 
vania, and New Jersey, The new system 
simply puts the antenna and transmitter 
in an airplane flying in lazy circles about 
25,000 feet above the ground. 

Westinghouse and the Glenn L. 
Martin Company, codevelopers of strato- 
vision, have been conducting experi- 
ments in Pittsburgh for a considerable 
period. The first important public demon- 
stration was during the recent Republi- 
can National Convention when the pic- 
tures were received as far West as cen- 
tral Ohio. Nine states were covered by 
the broadcast. 


—_—— at present operation of 
only one stratovision station has 
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And Gossip 


been requested, a coast-to-coast network 
linking New York and Hollywood has 
been projected. It would broadcast four 
television and five FM network programs 
and require only eight planes flying about 
400 miles apart. By adding six planes to 
this system for added coverage in the 
Southeast and Northwest, service would 
be provided over 51 per cent of the na- 
tion’s area which includes 78 per cent 
of the population. A network of ground 
stations spanning across the country but 
covering a much smaller area would re- 
quire more than 100 relay points. 


The real key to stratovision operation 
is its ability to take an antenna high into 
the sky. For this a special airplane is 
planned, having a gross weight of 39,000 
pounds and powered by two engines. 
This plane will require 32 minutes to 
reach station altitude and cruise for three 
hours in a 34-mile radius circle at a re- 
duced speed of 180 miles an hour. Seven 
thousand pounds of equipment, includ- 
ing a 4-man crew, will be required in each 
airplane which will carry 1,250 gallons of 
fuel for cruising plus reserves, climb, 
and descent requirements. The cabin will 
be pressurized. 

Dual equipment will be used wherever 
practicable for reliability. Heat anti-icing 
on all wings and fuselage leading edges 
and windshield are to be standard. Blind 
landing equipment and navigational 
radar will be included. 

Reception of broadcasts would be 
practically free from interference and 
distortion, caused normally by reflected 
ground waves and the numerous amplifi- 
cation relaying stages required by any 
previously proposed system to carry tele- 
vision and FM broadcasts over a com- 
parable area. 
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At present, best reception under ordi- 
nary television requires that the antenna 
of each receiver have directional char- 
acteristics and be pointed directly to- 
ward the transmitter antenna, Hence, for 
best results, the antenna for each ground 
receiver must be movable, and each 
receiver equipped with a mechanical de- 
vice for bringing its antenna to bear ex- 
actly on the transmitter of each new sta- 
tion from which a program is desired. 


TRATOVISION eliminates this need since 
S one fixed antenna installation at the 
receiver can be beamed so as to cover the 
entire small-circle course of one plane 
flying at high altitude. Such an installa- 
tion will insure access at all times to pro- 
grams of every station operating a trans- 
mitter in that plane. 

In addition to its high-altitude planes, 
each broadcast location would have a 
smaller plane equipped to act as a flying 
remote pick-up unit. This plane would be 
available to cover any special event or 
emergency within the location’s 103,000 
square mile area, relaying television and 
FM programs to the parent plane for 
local broadcast or for nation-wide net- 
work presentation. 


» 


Service beyond the 
Line of Duty 


A CHAPTER of the Telephone Pioneers 
of America in the state of Wash- 
ington is aiding the Spokane publicity 
tourist bureau of the local chamber of 
commerce to publicize the fact that in- 
land empire roads are no longer in bad 
condition because of the recent floods. 

President of the eastern Washington 
chapter of the Pioneers, John H. Pullen, 
has sent letters and pamphlets stating 
this to all chapters of the organization 
which are meeting at San Francisco in 
September. 

In order to be a member of the Tele- 
phone Pioneers of America, one must 
have twenty-one years or more service in 
the telephone business. About 84 per cent 
of those eligible are members. The east- 
ern Washington chapter has 352 mem- 
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bers, being 89 per cent of those eligible. 

The pamphlets sent along with Mr. 
Pullen’s letter were on the Columbia 
basin project, Grand Coulee dam, and 
“Let’s Visit Spokane, Hospitable Center 
of the Pacific Northwest Vacation 
Land.” The letter invited the groups to 
include Spokane in their visit and as- 
sured them that highway and food con- 
ditions were very good. Inquiries had 
led him to believe that many members 
thought otherwise. 


> 
Telephone Conversation 


Recording Is Started 


HE Federal Communications Com- 

mission has cleared the way for in- 
stallation and use of telephone conversa- 
tion recording equipment. August 2nd 
was the official date for the initiation of 
the service, with its now famous warn- 
ing “beep” tone signal. 

The last hurdle to approval of the 
service was a complaint to FCC by Dicta- 
phone Corporation, The latter company 
claimed that the tone warning equipment 
for use with telephone recorders was too 
expensive, The rates objected to were 
those filed by the Bell system com- 
panies and four independent companies 
—a $2 per month service charge and a 
$5 installation charge. 

The Dictaphone Corporation claimed 
that it could manufacture or purchase 
tone warning devices which the customer 
could rent for $1 a month, It also asserted 
that the requirement of a $5 installation 
charge should not be applied to sales 
demonstrations. However, the commis- 
sion rejected Dictaphone’s petition, thus 
permitting the telephone companies’ 
tariffs to go into effect. 

The commission did say that it would 
“maintain a continuing review of these 
matters, and that any further action with 
respect thereto should be taken in the 
light of the experience and information 
derived from such review.” 

Despite the clear start, with favorable 
and humorous newspaper publicity, it ap- 
pears that recording of telephone conver- 
sations will face an early legal test. One 
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of the first concrete indications of this 
comes from Milwaukee, Wisconsin, In 
that city, Timothy T. Cronin, United 
States attorney, suggests the possibility 
of a legal test being made of the FCC and 
state commission orders permitting the 
use of instruments for the recording of 
telephone conversations. In addition 
there is some question as to whether the 
warning sound given as the conversation 
proceeds serves as an adequate notice. 
There is also some doubt as to whether 
or not the information recorded is ac- 
ceptable as evidence in court. 


* 


Faster Telegraph Service 
For New England 


HE world’s first completely auto- 

matic telegraph center has been 
opened in Boston. This “mechanical 
brain” will reduce message transmission 
time in half, according to Western Union 
Telegraph Company officials. Total cost 
of construction was $2,000,000. 

This is the first of 15 such units to be 
installed in the nation, Partly automatic 
centers previously were installed in 
Philadelphia and Cincinnati. Eliminating 
manual transmission of telegrams, 
messages will be received and relayed 
automatically through 3,000 miles of 
wire in the Boston office. All New Eng- 
land stations will be linked directly with 
most of the nation’s large cities. 

Company officials say that the project 
will decrease personnel but that the de- 
cline will be more than absorbed in the 
normal turnover and will not necessitate 
discharging employees. 


> 


Telephone Labor Situation 


LS fecosns methods to improve the eco- 
nomic position of workers in the 
telephone industry are being used by 
leaders of labor organizations. 

Joseph A. Beirne, president of the in- 
dependent Communications Workers of 
America (CWA), has requested of Con- 
gress “price controls, reimposition of the 
excess profits tax, consumer credit con- 
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trols, regulation of bank credit and com. 
modity speculation, allocation and inven- 
tory controls of scarce commodities, 
stronger rent controls, and, if necessary, 
controls over wages.” 

It is not difficult to detect the chief 
reason for this approach because in most 
sections of the country CWA already has 
its wages controlled and stabilized by re- 
newed contracts which do not grant any 
general wage increases. Mr. Beirne’s re- 
quest took the form of a letter addressed 
to four Republican leaders of Congress 
—Senators Taft, chairman of the Re- 
publican Policy Committee, and Vanden- 
berg, president pro tempore of the Sen- 
ate; and Representatives Halleck, 
majority floor leader, and Martin, 
Speaker of the House. The CWA claims 
to represent 230,000 phone workers 
throughout the country. 

CIO, on the other hand, is actively 
working for wage increases for its 
groups which work in the telephone in- 
dustry. The CIO president, Philip Mur- 
ray, has made a public appeal for wage 
increases for telephone workers and 
promises the support of his organization. 
In a letter to the affiliated Telephone 
Workers Organizing Committee he 
backs up that group’s effort to bring 
AT&T into line with the wage increase 
pattern established in the third round of 
increases. 


> national organization director, 
Allen E. Haywood, claims that 
Western Electric Company has agreed to 
make a wage increase offer during 
August to 30,000 telephone installation 
workers throughout the country. The 
union involved is the CIO Association 
of Communications Equipment Work- 
ers, which has been carrying on a so- 
called “cold strike” in many states. This 
new type of activity consists primarily 
of demonstrations in the form of sending 
placard carriers to inform other tele- 
phone workers of the installers’ posi- 
tion. In some instances (one in San 
Francisco and one in Atlanta, Georgia), 
all the members of the union in an ex- 
change have simply walked off the job 
for a few hours as a show of protest. 
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Financial News 
and Comment 


By OWEN ELY 


“Signposts to Inflation” 


TILITIES are vitally interested in the 
battle against inflation (now so 
thoroughly enmeshed in politics) since 
their heavy construction program is fall- 
ing in a period when both construction 
costs and the cost of capital are rapidly 
rising. 

It is easy to shrug off higher con- 
struction costs with the statement that 
the utilities will be allowed to earn 6 per 
cent on the new plant investment regard- 
less of its cost; but the difficulty is that 
there is frequently a lag of a year or 
more between declining earnings and off- 
setting rate increases. Poor interim earn- 
ings then add to financing problems. 

There isn’t much the utilities can do 
to control inflation; however, they can 
try to gear their financial and rate pro- 
grams as closely as possible to inflation 
trends, In every state where constitu- 
tional provisions or commission rulings 
permit inclusion of reproduction cost as 
a factor in the rate base, the utilities 
should be prepared to present up-to-date 
figures of reproduction cost. This can be 
approximated by using the “original 
cost” figures for various units of the 
plant, and applying index numbers to 
these units based on the historical change 
in construction costs. While this might 
involve considerable labor if undertaken 
by one company, exchange of data be- 
tween different companies would sim- 
plify the job, and valuation experts 
ae have much information on 

e. 
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_ department does not afford 
space for detailed economic studies, 
but the accompanying chart illustrates 
the progress of inflation over nearly a 
half century. One difficulty in studying 
inflation is the obscurity of long-range 
statistical material—it has-to be assem- 
bled from various sources and there is 
always the danger that some of the fig- 
ures are not fully comparable for the 
entire period. National income data are 
not available for years prior to 1910. 
Total private and net public debt is 
available back to 1916; but despite the 
importance of these debt figures they are 
not regularly compiled, and are not yet 
available for 1947-8. The President’s 
Council of Economic Advisers did not 
present any debt figures in their “Eco- 
nomic Indicators” prepared for the guid- 
ance of Congress and published in July, 
1948. 

Since 1910 population has increased 
about 56 per cent, commodity prices 138 
per cent, and national income 518 per 
cent. But adjusting the latter for the 
gain in population and prices, there has 
been an increase of only about 70 per 
cent in average per capita income in 
terms of goods in the past thirty-eight 
years. This does not seem to agree very 
well with the up trend of the Federal 
Reserve Production Index, which after 
adjustment for population gains showed 
an increase of 149 per cent in 1910-48— 
over double the 70 per cent gain of per 
capita income in terms of commodities. 
The difference may be explained by the 
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much more elaborate production system 
now in use—and the much greater pro- 
portion of capital goods in relation to 
consumers’ goods. Moreover, a far 
greater amount of production activity is 
now devoted to military preparations, 
and there is also a great deal of wastage 
in government channels, These three 
factors may explain the difference be- 
tween income and production gains ; the 
question would be an interesting research 
—_ for some enterprising seeker of a 


HERE are two major monetary fac- 

tors in our economic setup—money 
supply and debts. The supply of money 
consists of deposits in all banks, plus 
currency not held by the banks. This has 
increased from $9 billion in 1900 to an 
estimated $168 billion currently, Debt 
figures not being available prior to 1916, 
comparisons must therefore start in that 
year (figures in billions). See table be- 
low. 

At present our money supply is esti- 
mated at around $168 billion or slightly 
lower than in 1946, Total debt may have 
increased somewhat in the past two 
years, since the aggregate increase in 
state and municipal borrowing, consumer 
credit, and bank loans probably exceeds 
the decrease in the Federal debt. During 
1916-46 population increased about 40 
per cent, and commodity prices rose 41 
per cent. The increase in all debts, after 
adjustment for these changes in popula- 
tion and commodity prices, was 140 per 
cent, and in the money supply some 263 
per cent. 

The latter increase was potentially 
dangerous, but the money supply includes 
time deposits, savings accounts, and other 
items which turn over very slowly. Even 


Net Public 
Debt* 
$ 6 
243 


% Increase .. 4,050% 


currency held by the public now inchides 
a huge amount of hoarded bills of lar, 
denomination, What really counts is the 
velocity with which, money and credit 
circulate. The only gauge of this is bank 
debits, figures for which are available 
since 1919, In the year 1919 bank debits 
in 141 centers amounted to $456 billion, 
and currently (June, 1948) debits are at 
about the annual rate of $1,164 billion, 
an increase of 157 per cent. However, 
after adjusted for increase in population 
and commodity price levels the increase 
in bank debits is only about 58 per cent 
as compared with an adjusted gain in 
production activity of 96 per cent. 
The increased mechanization of indus- 
try may explain the difference in the 
figures. 

But the huge debt structure and the 
large supply of “potential” money re- 
main a barrel of dynamite in our eco- 
nomic system. With perhaps half our 
government debt payable on demand or 
within a year, a “run on government 
bonds” might theoretically occur the 
same as the disastrous “run on the 
banks” of 1932-3. However, the Federal 
government has vast powers to deal with 
any such threat—as compared with the 
feeble and vascillating policies of the 
banks in 1932-3, which dealt separately 
and locally with their problems without 
much assistance from governmental 
agencies (at least until too late). 


ECRETARY Snyder has finally yielded 

to pressure from the Federal Re- 
serve Board and raised short-term Treas- 
ury rates from 14 to 1} per cent. The 
next issue will be whether the Federal 
Reserve bid for long 2}s may be lowered 
again, as it was last December, The tradi- 
tional method of fighting inflation is to 
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All Bank 
Total . Deposits Plus 
Debt Net Currency 
$ 83 $ 24 
393 171 
373% 615% 


Private 
Debt 

$ 77 
150 


96% 


*Excludes Federal debt paper held by Federal agencies. 
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raise interest rates, and this might work 
perfectly in a business system governed 
by classical economic theory. Unfortu- 
nately (as demonstrated by long experi- 
ence with business cycles) neither busi- 
nessmen nor speculators appear to be 
affected much by high interest rates. 
Careful controls of bank loan policies 
and of the Federal budget are much more 
effective methods of checking inflation. 
However, interest rates are still his- 
torically low, and restoration to some- 
what higher levels seems sound proce- 
dure. 

Inflation in commodities was checked 
in 1921 by calling bank loans, and specu- 
lation in securities and real estate was 
deflated by forced liquidation of bank 
loans and mortgages in the period 1929- 
35. But bank loans do not seem to be 
a menace now. Private debts, particu- 
larly security loans, have not grown 
dangerously in recent years—the 1946 
figure was well below the 1929 peak. 
There has been some increase in the 
past two years—loans of reporting mem- 
ber banks have increased from $17 bil- 
lion to over $23 billion recently—but this 
has been more than offset by decreased 
bank holdings of government bonds, The 
banks therefore appear to be in sound 
condition except for their still large 
holdings of governments. The act just 
passed by Congress, giving the Federal 
Reserve the right to increase bank re- 
serve requirements, will further check 
any trend toward extension of bank 
credit. The banks may disgorge more of 
their government bonds, which will have 
to be absorbed by the insurance com- 
panies, Federal Reserve banks, or other 
Federal agencies—where they will be in 
somewhat safer hands. 


EGARDING the upward spiral of com- 

modity prices and wages, Senator 
Taft’s view that we have passed the 
worst seems logical enough, Farm prices 
have declined moderately this year, and 
until recently this had about offset the 
rise in nonfarm prices. Now, however, 
the third round of wage increases, the 
cancellation of the basing-point system, 
and the increased military and ECA de- 
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mands, are being reflected in higher stee] 
and metal costs, which in turn mean 
rising prices for automobiles, machin- 
ery, etc. But these increases may be off- 
set, so far as the vital cost of living 
index is concerned, by lower food prices 
next year, due to bumper crops, con- 
sumers’ meat boycotts, etc. If the cost of 
living index can be held steady (the rise 
during January-June was _ relatively 
small) there will be no excuse for a 
fourth round of wage increases next 
spring, and this particular inflation 
menace should be checked. 

So far as the utilities are concerned, 
inflation is already injurious. Higher 
costs for metal and machinery mean that 
construction budgets must be marked 
up, and financing programs readjusted 
upward. Rising interest rates are also 
a problem, particularly under the com- 
petitive bidding system. Rate increases 
for electric service are becoming more 
essential for many companies. However, 
inflation in our over-all economic system 
may almost have reached the crest—un- 
less war preparations are stepped up 
again. If the Federal budget is kept in 
balance and bank credit held rigidly 
under control, increasing production of 
consumer goods may soon catch up with 
demand. (This already seems true in 
“soft goods,” shoes, etc.) 

While we may soon achieve some 
measure of stability in consumer prices, 
there still remains the danger of a de- 
flation in government credit at some fu- 
ture date. Each great war in the past 
century or two has been followed about 
a decade later by a major debt readjust- 
ment and resulting depression. The aim 
of all government and private agencies 
should be to strengthen our economic 
setup and policies so that we can be 
spared another debacle of this kind. 


‘s 
A Defense of Competitive 
Bidding 
| pe S. Pererson, a Chicago part- 
ner of Halsey, Stuart & Company, 


Inc., has published a 22-page article on 
“Negotiated v. Competitive Debt Fi- 
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nancing” in the Vanderbilt Law Review 
of June, 1948, He points out that his 
firm, alone or with associates, has bid 
competitively for over $9 billion of mu- 
nicipal securities in the past thirteen 
years; and that since 1926 over $2 bil- 
lion railway equipment trusts and termi- 
nal issues have been sold competitively. 
When the SEC ordered competitive 
bidding for utility securities in 1941, and 
when the ICC extended this policy to ad- 
ditional kinds of railroad securities in 
1944, there was great opposition. 

Despite the fact that the FCC lacks 
authority over issuance of securities, the 
American Telephone and Telegraph 
Company and its subsidiaries since 1941 
have voluntarily offered for competitive 
bidding over $14 billion of securities. In 
the past seven years, Mr. Peterson 
states, over $8 billion of corporate securi- 
ties have been sold competitively com- 
pared with less than half that amount 
sold through negotiated deals, 

As to state requirements, Massachu- 
setts enacted a law in 1870 for competi- 
tive bidding on bonds of gas and electric 
companies. In 1935 the New Hampshire 
commission adopted competitive bidding, 
and more recently California and New 
York have followed this policy. 


M* PETERSON has made a statistical 
study of the more important com- 
petitive sales and the negotiated public 
offerings of new utility railroad and in- 
dustrial debt issues during 1941-8 (ex- 
cluding private placements and issues 
under $2 million). The study covers 504 
issues, amounting to nearly $12 billion, 
about 70 per cent having been placed 
competitively and 30 per cent through 
negotiation. The following figures show 
the trend during this period: 


Percentage of Total Financing Effected 
Through Competitive Bidding 


Utility Railroad Industrial Total 
60.0% 43% 28.8% 
100.0 — 48.4 


52.7 67.4 
99.0 62.1 
98.8 82.5 
100.0 59.9 
100.0 84.8 
96.8 69.2 


Year 


1941 
1942 
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The only industrial debt securities sold 
competitively during 1941-7 were $13,- 
700,000 McKesson & Robbins deben- 
tures in July, 1941 (under court jurisdic- 
tion), and $15,000,000 Cudahy Packing 
first mortgage bonds, voluntarily offered 
by the issuer at competitive sale in May, 
1947, 

As to the quality of utility and rail 
bonds sold competitively, Mr. Peterson 
states that “so far as bids are concerned 
there is little difference in the proportion 
sold through competitive bidding for 
different rating classes.”” The proportion 
of highest-grade issues sold under the 
two methods was about equal, while for 
the lowest bank quality rating (Baa) 
negotiated sales somewhat exceeded 
competitive sales. 


H' also studied the “spread” or gross 
profit obtained by underwriters 
and found that it has averaged sub- 
stantially more on negotiated issues than 
for competitive deals. Thus during the 
7-year period the average spread of 1.428 
per cent on negotiated utility financing 
was about twice the average spread of 
.754 on competitive deals; on railroad 
financing, the negotiated spread was 
about one-third higher than the average 
competitive spread, For all three classes 
of issues the “spread” averaged 1.572 
per cent for negotiated sales versus .727 
per cent on competitive sales. The dollar 
difference amounted to some $26,000,- 
000 on the entire amount of nearly $12 
billion. The management fee charged to 
the underwriting group also averaged 
much higher on negotiated deals—.166 
per cent on negotiated utility offerings 
compared with .046 per cent on com- 
petitive deals. On all financing for which 
figures were obtainable, fees averaged 
.243 per cent and .049 per cent, respec- 
tively. 

With respect to the range of bids, Mr. 
Peterson finds “conclusive evidence that 
the pricing of securities is not an exact 
science.” Based on 245 out of 287 com- 
petitive offerings (for which data were 
available) the average range on utility 
bids was 1.861 per cent in 1942, .700 in 
1946, and .538 in 1947. “Such difference 
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in price views,” he states, “makes it im- 

rative that the issuer obtain the broad 
judgment of the entire market through 
competitive bids instead of the limited 
views of the traditional banker in a 
negotiated transaction.” 


— the argument that in a de- 
clining or weak market the highest 
bid would be lower than the price paid 
under private negotiation, Mr. Peterson 
states this “is simply unsupported argu- 
ment.” The traditional banker under 
private negotiation would be apt, in a 
declining market, to name a relatively 
high price to assure complete safety for 
his firm, while the bidder who must com- 
pete to stay in business will take more of 
a chance, In any event, during depres- 
sion or panic conditions little financing 
is undertaken. 

(Comment: It might be well to point 
out here that Mr. Peterson is consider- 
ing only bond issues—not preferred or 
common stocks. Two large utility com- 
panies—Northern States Power of Min- 
nesota and Public Service Electric & 
Gas—have recently rejected all competi- 
tive bids on proposed sales of preferred 
stocks, and Public Service after inviting 
new bids has again rejected them, Ob- 
viously the competitive system does not 
work well for preferred stocks in a de- 
clining market, as amply demonstrated 
during 1947-8. The same conclusion ap- 
plies to common stock offerings, which 
are now frequently exempted by the 
SEC from competitive bidding. Mr. 
Peterson refers only indirectly to com- 
mon and preferred stock offerings, point- 
ing out that while the ICC exempts rail- 
road stocks from competitive bidding 
requirements, Chairman Patterson dis- 
agreed with the majority ruling which 
permitted such exemption, Mr. Peter- 
son’s omission of any comment or analy- 
sis on such financing tends to weaken 
his general conclusions. ) 

Additional data were presented to 
show that competitive bidding has 
worked well on both small and large 
bond issues, Regarding the opposition 
argument to the effect that competitive 
bidders cannot afford to make as careful 
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an investigation of a proposed issue as 
an underwriter in a negotiated transac- 
tion, Mr. Peterson argues that the regis- 
tration statement and related documents 
now filed with the SEC on utility and 
industrial companies contain a compre- 
hensive disclosure of facts and detailed 
financial statements ; while the railroads 
disclose correspondingly ample data in 
various sources of information. Thus 
the company’s affairs are no longer a 
mystery to anyone, he claims. 
(Comment: As pointed out in this de- 
partment from time to time, utility pros- 
pectuses are formal documents which 
seldom readily disclose highly essential 
data such as the return earned on the 
rate base, share earnings, yields, and 
price-earnings ratios, comparisons with 
other issues, etc. Under negotiated sales, 
such information can be obtained at an 
earlier stage of the proceedings than in 
the “due diligence” and price meetings, 
and supplementary sales data for the 
education of investors can be more ade- 
quately prepared and supplied.) 


) amie elimination of small deal- 
ers—an argument advanced some- 
time ago against competitive bidding— 
Mr. Peterson reports that the 7-year 
record shows that the activities of such 
dealers have been broadened, despite the 


essentially institutional character of the 
market. Thus in seven years 1,054 bids 
were submitted by 31,809 bidders on 287 
issues with a face amount of $8,287,- 
000,000. Of this number 12,676 bidders 
became underwriters of 274 issues ag- 
gregating $8,091,000,000. 

“Under competitive bidding,” says 
Mr. Peterson, “any underwriter or deal- 
er is free to join any one of the several 
bidding groups which may be formed, 
and indeed there is competition among 
underwriters’ representatives in the for- 
mation of strong bidding groups. As a 
result, decisions affecting membership 
and size of participation are decided on 
the basis of underwriting capacity and 
distributing ability instead of reciprocity 
and other mutually cozy relationships 
which frequently dictate such decisions 
in a negotiated issue.” 
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RECENT FINANCIAL DATA ON GAS COMPANY STOCKS 
ya hd Indicted Shere Earnings Price- 
rice §=Dividend Apres. 12 Mos. Current Previous Earnings 
About Rate teld Ended Period® Period Ratio 
Natural Gas—Retail 

Arkansas Natural Gas $ 80E 114% Dec, 
Atlanta Gas Light 18 . . Mar. 
Columbia Gas S June 
Consol. Gas Uti cee 
Consol. Natural Gas ar. 
Houston Natural Gas une 
Indiana Gas & Water une 

Kansas-Neb. Nat. Gas 
Lone Star ae 
Mission Oil ec, 
Mobile Gas Service Mar. 
Montana-Dakota Util. ...... Mar, 
National Fuel Gas Mar. 
Okla. Natural Gas May 
Pacific Lighting Mar. 
Pacihe Pub, Sev, ....ccccoce Dec, 
Rio Grande Valley Gas .... Dec. 
Rockland Gas Dec. 
Southern Union Gas Dec, 
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May 
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Mixed Gas—Retail 

S Laclede Gas Light 

O Minneapolis Gas Light 
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RECENT PUBANCIAL, } DATA ON TELEPHONE, TRANSIT, AND 
ATER COMPANIES 
poe {omicated Share Earnings Pric 
Price Dividend Approx. 12Mos. Current Previous Earning: 
About i teld Ended Period* Period Ratio 
Telephone Companies 
Bell System 
American Tel, & Tel. 
Cinn, & Sub. Bell Tel. 
Mountain States T. & T. ... 
New England Tel. ......... 
Pacific Tel, & Tel. 
So. New England Tel. ..... 


May 
Dec, 
June 
Mar. 
May 
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Averages 
Independents 
Associated Tel, & Tel. A . 
General Telephone ....... ; 
Peninsular Tel. 
Rochester Telephone 


Transit Companies 
Baltimore Transit 
Capital Transit 
Chic, S.S. & S.B 
Cinn, St. Ry. 
Dallas Ry. & Term. ........ 
Duluth Sup, Tran, ......... 
Kansas City Pub. Ser. ...... 
Los Angeles Transit 
National City Lines 
Phila. Transit 
Rochester Transit 
St. Louis Pub, Ser. A 
Syracuse Transit 
Third Ave, Transit ........ 
Twin City Rapid Tr. ....... 
United Transit 
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Water Companies 

Elizabethtown Water ..... 
Federal Water & Gas ...... 
Hackensack Water ‘ 
Indianapolis Water A ...... 
Middlesex Water 
New Haven Water ......... 
New York Water Ser. 
Northeastern Water 
Phila. & Sub. Water 
Plainfield Union Water 
Stamford Water 
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Averages 
Water Companies—1946-7 Issues 

Amer. Water Works 
California Water Ser. ...... 
Ohio Water Serv. .......... 
San Jose Water 
Scranton-Spring Brook .... 
West Virginia Water Serv. .. 


— 


June 
_. 

ay 
Mar. 
June 


6.8% 112 


E—Estimated. C—Curb Exchange, O—Over-counter or out-of-town ex- 
change. New York Stock Exchange. *Estimated minimum pe forma earnings, fIn the 
three months ended June 30, 1948, Brooklyn Union Gas earned 77 cents. tEstimated current 
rate on allowable return basis. 
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What Others Think 


Domestic and Foreign Power Study 


N educational study of first-rank 
dealing with electric power and our 
national defense and general welfare has 
been published through the cooperation 
of four organizations—American Insti- 
tute of Electrical Engineers, Detroit Edi- 
son Company, Edison Electric Institute, 
and the Midwest Power Conference. 
It consists of a 32-page illustrated book- 
let entitled “Electric Power in National 
Economy and Defense.” About one-half 
of the brochure is devoted to the foreign 
power situation, with particular reference 
to the Marshall plan. 

The writer of the analysis is Walker 
L. Cisler, formerly a member of Gen- 
eral Dwight D. Eisenhower’s staff, and 
chief of the public utilities section of 
Military Government for Germany. Mr. 
Cisler now is executive vice president 
of the Detroit Edison Company. 

The opening paragraphs of the fore- 
word warrant attention: 

Electric power, in its relation to our na- 
tional defense and to our individual, cor- 
porate, and national economy, has become a 
subject of increasing urgency to everyone 
in the electric utility and related industries. 

It should be a subject of equal concern 
to all Americans—for if the even flow of 
current to which we have become so accus- 
tomed were interrupted or failed to keep 
pace with the demand or to maintain neces- 
sary reserves to meet every emergency in 
peace or war, the results would be incal- 
culable. 


Discussing the domestic power situa- 
tion, he said: 


... Our United States electric power indus- 
try is today engaged in the greatest expan- 
sion program of its history in order to make 
up for what could not be added during the 
war and to meet postwar load increases. 
During the next five years it will con- 
struct and put into operation more than 
18,000,000 kilowatts of new capacity in pub- 
lic and private plants, If we add to this the 
existing 52,000,000 kilowatts and more of 


capacity on the utility systems, we will have 
a total of more than 70,000,000 kilowatts— 
an amount far greater than that of any other 
nation. If to this we then add the present 
13,000,000 kilowatts of capacity represented 
by industrial, transportation, and other 
plants, plus that which will be added during 
the next five years to these same classifica- 
tions, we find that the American domestic, 
commercial, and industrial user of electric 
power will have at his command the greatest 
pool of power that man has ever known. 

In general terms, the United States pro- 
duced in 1947 more than 300 billion kilowatt 
hours of electric power—an amount in all 
probability equal to the rest of the world 
combined. It represented energy consump- 
tion to the extent of more than 2,000 kilo- 
watt hours per capita per year. Looked at 
broadly, this ability to produce and con- 
sume electric power in such amounts forms 
one of our most formidable strategic weap- 
ons for both our defensive and offensive 
requirements. 


Interconnections 


r. CISLER contends that, from a na- 
tional defense standpoint, there 
should be additional ties between some 
systems already interconnected and ties 
between others not yet interconnected. 
His remarks on this subject are especial- 
ly interesting because of present laws re- 
garding this subject. He says: 


... Such interconnections generally could not 
be justified during peacetime because of the 
cost involved—the operating economies 
would not be sufficient to take care of the 
fixed and operating expenses. However, 
these are interconnections which ought to 
be made in peacetime and not be done, as 
was necessary during the last war, at a time 
when materials and man power were vitally 
needed for other direct war production re- 
quirements. It is neither fair to nor in the 
best interests of our national economy that 
such interconnections, if made, be held open 
during peacetime because of provisions of 
law which now discourage such ties. 

It is to be hoped that the Congress will 
modify the law so as to encourage such na- 
tional defense interconnections - during 
peacetime between utility systems without 
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incurring dual regulation by both Federal 
and state regulatory bodies in matters which 
are local in character and properly subject 
to local regulations. 


Decentralisation 


It is the belief of the author that wher- 
ever possible generating sources should 
be decentralized within reasonable limits 
and large concentrations of generation 
should be avoided. With respect to this 
Mr. Cisler says: 


. .. This is not always possible and good 
judgment and economic considerations must 
prevail in taking a “calculated risk” in such 
instances, 

Underground power plants are not 
the answer because even they can be dam- 
aged from bomb effects, and generally are 
impractical. This type of plant was tried 
in Germany and the contribution to con- 
tinuity of power supply was small, if any. 

Sources of power generation should not 
be located close to other industrial plants, if 
it can be avoided, because wartime experi- 
ence has proven that power facilities, even 
though not objects of attack, may be heavily 
damaged because of the wider area affected 
than just the target itself. A striking ex- 
ample of this was the extensive damage to 
the Goldenberg power plant, the largest in 
Germany, resulting from an air attack on 
a near-by chemical plant. 


Foreign Power Situation 


B be author discusses the foreign 
electric power situation and its re- 
lation to the Marshall plan. The implica- 
tions are discussed in detail and the power 
systems of the various countries are de- 
scribed and mapped. 
Some of the conclusions are of interest 
here: 
The 5-year plan for electric power de- 
velopment in the countries of Europe within 


the scope of the Marshall plan, exceeds even 
the presently known plans for the expan- 


manufacturing assistance are required in 
many instances if the world program for 
electric power expansion is to be carried out 
within a reasonable time schedule. This 
raises the question of the impact on our 
Own expansion program. 

Our outposts are today located on the 
continents of Europe and Asia. It is highly 
desirable from a national defense stand- 
point that these nations develop electric 
power resources sufficient to support the in- 
dustrial economy necessary to make them a 
potential source of strength in military pre- 
aan Consequently, our stake in the 

uropean power situation is one for thought- 
ful consideration and action. 


Behind the Iron Curtain 


What is occurring behind the Iron Cur- 
tain is a matter of conjecture. However, it 
is a safe guess that extensive developments 
are going forward in Russia because they 
are fully cognizant of the importance of 
electric power to their future industrial ca- 
pacity. There was extensive destruction of 
power facilities in areas of Russia where 
fighting occurre 

The United States and Great Britain sup- 
plied Russia during the war with great 
amounts of electric generating and other 
equipment. In addition to this, removals of 
generating equipment from eastern Ger- 
many and Manchuria have undoubtedly 
added to the electric power capacity of the 
country. The author has a firsthand under- 
standing of the difficulties in dealing with 
the Russians on matters of interration and 
coérdination on the part of the western 
nations to operate Germany as an economic 
whole according to the Potsdam Agreement. 
Beginning in July, 1945, those on the British, 
French, and American side attempted to 
operate the German power facilities on a 
codrdinated basis. It was only partly suc- 
cessful. Unnecessary delays, misunderstand- 
ings, and lack of unity of purpose were 
added to the normal problems. 


Conclusion 
Mr. Cisler is convinced that this coun- 
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sion of the facilities within the United try is in a favorable position with respect 

States. It is a highly desirable program but to power potential, both here and abroad, 

extremely ambitious, and probably impossible in case of armed conflict with Russia. 

yar em Seven to nine His main plea is for cooperation and 
United States loans, engineering, and coordination of all concerned. 





More Power for America 


ENERAL Exectric Company held a_ dustrial power sales. Executives of in- 
conference this summer in the Adi- dustrial divisions and other key men in 
rondacks devoted to the subject of in- related departments said much of con- 
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cern to persons interested in electric util- 
ities. 

F. W. McChesney of GE’s industrial 
division set the pace in a keynote ad- 
dress. He said, “We want to study one 
very important réle that we must play to- 
gether—and play soundly—if we in the 
electrical industry are to continue our 
leadership in economic and industrial ad- 
vancement.” 

One of the aims of the conference was 
to illustrate how modernization and 
electrification within industry have in- 
creased production, employment, and in- 
come, Karl H. Runkle, manager, indus- 
trial divisions, elaborated on this general 
theme. 

Some of his most pertinent remarks 
follow : 


Notwithstanding the fact that electric 
motors furnish 86 per cent of the horse- 
power, it is a rather popular misconception 
in uninformed quarters that American in- 
dustry is already largely electrified. The fact 
remains that, on the average, industry is still 
less than 50 per cent modernized in terms of 
its profitable uses of electricity. 

Therefore, our task is to bring the full 
benefits of better processes, modern methods, 
new machinery, and electric power to every 
branch of industry that we know can profit 
with the greater use of such tools. 

The American people, whose standard of 
living is already the highest in the world, 
are determined that it shall mount even 
higher, Therefore, the American worker 
must become even more productive, so that 
he shall have more purchasing power to buy 
and enjoy the things that lift his standard 
of living higher and higher. What is the 
key to this greater productive efficiency? 
Better than any other nation, we know the 
answer | 

It is the skill and training of the Ameri- 
can worker—backed up by more horsepower 
than is available to any other worker in 
the world, Therefore, we must continue to 
apply more machinery and more electrical 
horsepower to still further increase his 
productive strength. . 

We hope that we shall demonstrate be- 
yond any question a truth which is already 
well known to you and that is—there is no 
saturation point in industry’s electrification! 
Our conservative short-term goal is a na- 
tional avecage of 6 kilowatt hours per man- 
hour by 1950, 

At war’s end, the figure was 5 kilowatt 
hours per man-hour. At the end of 1947, it 
ee moved up to 5.3 kilowatt hours per man- 

our, 

Thus, we are well on our way. 
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H. Lan, vice president and gen- 

e eral manager of the sales appara- 

tus department, talked on “Our Mutual 

Opportunity to Serve American Indus- 

try.” He presented a 6-plank platform 

for electric utilities, based upon his 

knowledge and his conversations with 

utility executives throughout the coun- 
t 

This platform in brief is as follows: 


1. The power industry in its tradi- 
tional rdle of leadership must double 
and triple its capacity to generate 
electric power. And then the sales 
force must see that this new generat- 
ing capacity is put to maximum use 
in powering the nation’s economic 
growth, 

2. An increasing awareness of the 
importance of public relations is neces- 
sary. A vigorous, forthright, and well- 
supported program of public relations 
is an indispensable part of successful 
business operation and-the best assault 
against the road block of unnecessary 
government regulation. 

3. A renewed willingness to fight, 
boldly and unafraid, for sound finan- 
cial results is a major aim, This means 
higher rates. 

4. New capital funds must be ob- 
tained, regardless of the fact that 
money rates are on their way up and 
will continue in that direction for 
years. 

5. It is most wise to attract men of 
top quality into the ranks of electric 
utilities, particularly in the sales 
forces. Salesmen with courage and 
competitive spirif are needed. 

6. Accelerate the selling campaign. 


More than 30 other papers were pre- 
sented at this conference—Adirondack 
Industrial Power Sales Conference, 
Adirondack Inn, rman, New York, 
June 7, 8, 1948, General Electric Com- 
pany. About a dozen of the speakers dis- 
cussed the opportunities for greater 
electrification in different specific indus- 
tries, The remainder were both general 
and technical in nature, covering re- 
search, economics, politics, and engi- 
neering aspects of the problem. 
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Taxes Absorb Risk Capital 


S ENATOR Eugene D. Millikin (Republi- 
can, Colorado) presents a strong 
case for reduction of Federal taxes. In 
a recent address before the Economic 
Club of New York, entitled “Taxes and 
Government Spending,” he emphasized 
the point that the government should re- 
turn to the citizen enough of his own 
money by reductions to support the for- 
mation of sufficient risk capital to keep 
our economy going and advancing. 

The Senator’s remarks on this subject 
were pointed : 


Because times are good it is easily as- 
sumed and often proclaimed by persons who 
ought to know better that business can ob- 
tain all of the funds it needs. Yet an ex- 
amination of the facts shows quite clearly 
that this is not true, 

The sluggish action of the stock market 
in the last year or so, and especially in the 
last few months, is a significant indicator. 

The average yield on new securities has 
been increasing for some time. And the 
spread between the rates paid on issues in- 
volving greater risk than those of the gilt- 
edge variety, is now substantially larger 
than it was a year or so ago. This can only 
mean that despite the surface inducements 
of apparent prosperity, sufficient individuals 
are not willing to risk their capital today 
in the more venturesome forms of enter- 
prise. This shortage of venture capital can 
be easily annotated, 

An examination of the sources of corpo- 
rate funds used for financing the expansion 
and replacement of facilities and equipment 
indicates that business in 1947 had to depend 
much more heavily on internal sources of 
financing than has been true in prior years. 
Business in 1947 found it necessary to re- 
tain a much larger portion of its profits than 
customary to obtain funds for even its mini- 
mum expansion and replacement needs. 

More important evidence of the scarcity 
of real risk-taking capital can be obtained 
by examining the types of new securities 
which are being issued. Notes and bonds in 
1947 represented nearly two-thirds of the 
securities issued as contrasted to only about 
40 per cent in 1946. Common stocks, the 
real risk-taking form of capital, represented 
only about 20 per cent of the securities 
issued in 1947 as contrasted to nearly 40 
per cent in 1946. 

Not only did the relationship of common 
stock issues to other securities drop dras- 
tically in 1947, but also the actual money 
volume of issued common stocks decreased 
appreciably. This shift from risk-taking 
common stocks to the more secure type of 
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financing ig evidence, aside from numerous 
specific cases which might be cited, of a 
lack of purchasers. for equity capital. 

Also, the rush to finance business by in- 
curring inflexible priority indebtedness dis. 
courages new equity capital and in periods 
of recession is perilous to existing equity 
investment. 

Now let us look briefly at the type of pur- 
chasers in securities in the last two years, 
In 1946 and 1947 life insurance companies 
and banks accounted for between three- 
fourths of the purchases of new security 
issues in 1947 and practically all of the pur- 
chases in 1946. 


: [°“ this situation affected the type 

of purchasers of securities during 
the last two years was pointed out above. 
Life insurance companies and _ banks 
have been important sources of indus- 
trial and utility capital for many decades, 
but seldom have they supplied funds in 
such volume. Because of the nature of 
their business and the laws governing 
their portfolios, these investors cannot 
assume substantial risks. Individuals 
who are at liberty to take such risks, did 
not increase their holding of stocks at 
all in 1946, and only slightly in 1947, 

Presenting another indication of the 
absence of risk taking, the Senator men- 
tioned types of businesses which did find 
it possible to raise outside capital for ex- 
pansion in 1947. He cited the public utili- 
ties and telephone companies: 

Public utilities and telephone companies, 
where relatively little risk is involved, ac- 
counted for slightly more than half of the 
new investment in 1947. The more risky 
manufacturing businesses accounted for a 
much smaller proportion of the total in 1947 
than had been customary in earlier years. 

While many causes have been suggested 
why individuals are not providing adequate 
risk-taking capital today, I believe that one 
of the demonstrable fundamental reasons is 
the present high individual income taxes. 

Our risk capital will have to come from 
the government under state socialism or 
from the middle and upper income brackets 
under private enterprise, The open oppo- 
nents of the free enterprise system and their 
cryptoassociates are not unaware of the al- 
ternatives and are highly pleased with the 
present situation. 


Senator Millikin said that there are 
certain rates to watch when we attempt 
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“OKAY SWARTZ! YOU AIN’T SELLIN’ HAMBURGERS NO MORE!” 


to judge the effect of taxes on incentives. 
These he calls marginal rates which de- 
termine the amount of tax collected on 
the additional amount of income received 
by persons in different income brackets 
for added effort or for assumption of 
increased responsibility or for returns 
from risk investments. They show how 
much of the extra reward for extra ef- 
fort or for profit on new risk investment 
the individual taxpayer will be allowed 
to keep. In his address he gave examples 
which are to the point: 


For example, the individual with surtax 
net income of $10,000 who makes a success- 
ful risk investment which returns him an 
additional net income of $1,000, must pay 36 
per cent of it to the Federal government 
alone. If his income is $25,000 and he makes 
a successful risk investment which returns 
him an additional net income of $1,000, he 
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must pay 56 per cent of it to the Federal 
government alone. 

If his income is $50,000, and he makes a 
successful risk investment which returns him 
an additional net income of $1.000 he must 
pay 71.3 per cent of it to the Federal gov- 
ernment alone. 

Let us view it from another angle: There 
is little general understanding of what has 
happened to the take home income since the 
war of those in the income brackets to 
which we must look for risk capital to keep 
the payrolls going. Assume a married tax- 
payer with two dependents and with net in- 
come before exemptions: 

In order to have the same income left 
after taxes under present tax rates as he 
had in 1939, an individual with a net income 
of $5,000 a year in 1939 must have today a 
net income of $5,864. It takes a net income 
of $9,550 to give the same income after 
taxes as was enjoyed by a taxpaver with 
an $8,000 net income in 1939; a $12,257 in- 
come today to match a $10,000 income of 
1939: and a $20,119 income to equal a $15,- 
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000 innome in mm, To pm ~ a $25,000 .- brackets. In the case of a single person 
come m. try, & SS & y necessary with no dependents and with net income 
30. 000° pag a ae A before exemption, the $5,000 income man 
equivalent of an income of nearly $124,000 pays 10 times as much as the $1,000 in- 
today. come man. This ratio advances rapidly 


The higher up the income bracket, the : . ; 
more fantastic ts the increase in income as the income rises until the $100,000 


which it is necessary to have to match an ™an pays 669 times as much as the 
equivalent income after taxes in 1939. A $1,000. In the same type of comparison, 
ery nee = A — — = — but using a net income base of $5,000 
13,000 represents the equivalent of only : before exemption, the $10,000 man pays 
$00,000 income in 1939; and an income of 3% times as much as the $5,000 income 
over $1,260,000 would be required today to man. This ratio also increases sharply as 
give the same income after taxes as a $500,- the income grows to a point where the 
000 income in 1939. $100,000 man pays 69 times as much as 
HE Senator emphasized his point the $5,000 man. 
by giving an especially graphic pic- Senator Millikin urged that the public 
ture of the harshness of our steeply support correction of these tax inequities 
progressive income tax rates by showing as rapidly as is practicable in order that 
the relation of income taxes paid per there may be funds available for invest- 
dollar of income by taxpayers in different ment in the risks of private business. 





Changing Concepts of Valuation for 
Rate Making 


HERE is nothing more uncertain to- in view of the probability that prices will 
day than the legal concepts of valu- level off on a higher plane than in the past, 


- 3 . can present-day costs must be given great 
ation for rate making by public utility weight in determining values of utilities 


commissions, according to Arthur E. properties for rate-making purposes for the 
Nelson, former state senator of Minne- _—immediate future, __ 
sota. Mr. Nelson, who is a member of Similarly, the thinking of courts and com- 


. ald e- missions must be adjusted to the fact that 
the Minnesota and Illinois bar, has writ- —_— present-day practice of providing for an- 


ten a paper on the subject of the chang- nual depreciation by applying a rate against 
ing concepts of valuation for rate mak- the original cost, will not promote the sol- 
ing. vency of today’s utilities. That method was 

undoubtedly sound during the period of 


His conviction of confusion results stable prices before the recent war. With 
from a study of the policy-making legal constantly rising prices, it is probable that 
decisions in the courts and a research many — companies now have wholly in- 


study of his own based on data from all pope ll ; nome y vd ro $.. — 
the independent telephone companies for oa einen pa in the fain. on of the public. 
the year 1946 in the states of Minnesota, To provide adequate reserves for the fu- 
Wisconsin, Michigan, and Nebraska. ture, utilities must be permitted to charge 


. against operating expenses what has here- 
Mr. Nelson concludes that attempting tofore been considered a fair rate for depre- 


to determine value for rate-making pur- ciation, applied to present-day reproduction 
poses by deducting the depreciation re- cost or in the alternative, the rate, if applied 
serve from the original or book cost of to — cost, must be substantially in- 
. : “ ” creased. 
the propery 1s saan v4 po Jats wee 3 In the event of rapidly falling prices for 
nor, by any reasonable calculation, the utility equipment in the future, resulting 
correct way to arrive at a fair value. He from an unlikely depression, do not be sur- 
explains the idea thus: prised if some overzealous commission then 
enters an order requiring utilities to apply 
After all, rates are fixed for the future, annual depreciation rates against then re- 
not the past. Certainly, in periods of rising roduction cost, and also determines value 
prices such as we are now experiencing, and or rate-making purposes, only upon repro- 
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duction cost, eliminating original cost from 


> sions in fixing a value for rate- 
consideration, 


making pur- 
poses and a fair rate of return thereon, which 
will make it possible for operating telephone 


Progressive commissions . . . in determin- 
ing values for rate-making purposes, have 
rejected the theory that cost less the depre- 
ciation reserve can be considered as an ele- 
ment in the process of rate making, and are 
considering various other elements, includ- 
ing original cost undepreciated and _repro- 


companies to give best service possible 
to their subscribers, and where necessary, to 
attract the capital required for extensions 
and improvements to their properties. 


Speaking primarily about independent 


duction cost new depreciated, with additions 
for cash working capital, materials and sup- 
plies, and going concern value. 

I am sincerely of the opinion that a rate 
case properly presented will result in more 
commissions following the intelligent lead 
of the Illinois Commerce Commission, the 
railroad and warehouse commission of 
Minnesota, and other progressive commis- 


telephone companies, Mr. Nelson ex- 
pressed his opinion that it is regrettable 
that many companies, particularly the 
smaller ones, hesitate to ask for a value 
upon their properties which is fair and 
reasonable and hesitate to ask for a fair 
return upon such value. 





Notes on Recent Publications 


Fiat Money. The Foundation for Economic 
Education is publishing a series of small 
pocket booklets called “Samplings” of im- 
portant books. The purpose is to make avail- 
able for distribution at a small cost pamphlets 
which explain the American economic sys- 
tem and which point to methods of main- 
taining it, “Samplings” No. 2 represents a 
7-page condensation of a book entitled “Fiat 
Money Inflation in France,” written by An- 
drew Dickson White. Two introductory 
pages are devoted to facts with respect to 
the repudiation of the gold clause in con- 
tracts and the abandonment of the gold 
standard by the United States government 
in 1933, Copies of “Samplings” are available 
for distribution at a small cost from The 
Foundation for Economic Education, Inc. 
Irvington-on-Hudson, New York. 


Middle Ground on Political Philosophy. A 
professor of economics and a lecturer in law 
at the University of Virginia, David Mc- 
Cord Wright, has written an interpretive 
book on the subjects of economics, politics, 
and ethics. It is entitled “Democracy and 
Progress,” and is written in a style and 
language which readily can be understood 
by the layman. Dr. Wright attempts to find 
a sound foundation for democratic progress 
on middle ground between what he calls 
conservatism and ultra liberalism. Of par- 
ticular interest to businessmen are his chap- 
ters on the business cycle, the distribution 
of wealth, competition, trade unionism, eco- 
nomic isolation, and education for democra- 
cy. He discusses the forces which he con- 
siders to be choking off economic progress 
in our modern democracy. These forces he 
groups under three heads: business mo- 
nopoly, union sabotage, and international re- 
strictions, Dr. Wright arrives at some defi- 
nite conclusions which result from combin- 


317 


ing what he considers the sound ideas of 
both conservatives and ultra liberals, De- 
MOCRACY AND Procress. Price $3.50. The 
Macmillan Company, New York, New York, 


Employees and ‘~~? Mergers, “The Em- 


ployee Interest in Public Utility Merger 
ew Abandonment Cases” is the subject of 
an article appearing in the May, 1948, issue 
of Land Economics, published quarterly by 
the University of Wisconsin. It was written 
by H. H. Goldin, assistant chief, economics 
and statistics division. Federal Communica- 
tions Commission. The article points out 
that the concept of “public interest” in 
utility regulation has been broadened within 
the past two decades to take into account 
the interests of employees. It points up the 
contention that the employee is entitled to 
be given consideration for his investment 
of years of service in the industry. 

onsiderable attention is given in the 
article to the problem in the railroad indus- 
try because of its great importance during 
the depression of the early 1930’s. The laws, 
court decisions, and administrative rulings 
are discussed in detail. Subjects given par- 
ticular attention are: (1) notification and 
preliminary negotiation process, (2) pro- 
tection of employee’s position, (3) codrdi- 
nation allowances, (4) protection of em- 
ployee’s benefits, (5) reimbursement for 
transfers, (6) reimbursement for sale or 
lease of home, (7) arbitration of disputes, 
and (8) effective date of agreement, 

The situation in other industries, such as 
aviation, telephone, and telegraph, is dis- 

in some detail. 

In concluding, the author holds that in 
pe ay the savings anticipated from a 
merger, the regulatory body cannot overlook 
the losses to the individuals involved and to 
the general public. 
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The March of 
Events 


In General 


Gas Problems Discussed 
By NSRB 


ROBLEMS facing the natural and 
manufactured gas industries in their 
relation to national security were dis- 
cussed on August 11th at an informal 
meeting of a gas industry task group 
called by Chairman Arthur M, Hill of 
the National Security Resources Board. 
The group was named by Mr. Hill 
following a meeting of industry and 
government representatives, at which 
time he requested their advice and assist- 
ance in making a survey of the gas in- 
dustry, The recent meeting was called 
to enable the task group to make an 
interim progress report, which is ex- 
pected to be the forerunner of a written 
report to be made to the board later. 
The task group, whose work is being 
coérdinated by Edward Falck, the 
board’s chief consultant on power and 
utilities, assisted by Robert Wardle, Jr., 
also a consultant to its division of power 
and utilities, is engaged in a study of: 
(1) the supply and estimated demand 
for natural and manufactured gas serv- 


ice during the period 1948-1952; (2) 
present planned construction program of 
the gas industry and specific production 
or construction bottlenecks; (3) the 
question of gas in relation to coal and 
fuel oil, from the standpoint of conser- 
vation of fuels most vitally needed for 
defense ; (4) technological developments 
affecting the gas industry. 


Power Lack Due in Fall 


Co - of the Pacific Northwest 
utilities conference committee be- 
lieve a power shortage this fall is inevi- 
table and it may be necessary to limit the 
use of electricity by some users. 

A report issued on August 4th by the 
committee of public and private power 
companies which met August 3rd, says 
studies indicate “the probability of a 
shortage in peak power capacity during 
the daily hours of maximum power use, 
regardless of water flow conditions.” 

The peaking deficiency is estimated at 
approximately 150,000 kilowatts, or 
about 44 per cent of the power pool’s ca- 


pacity. 


Colorado 


Firm Appeals Power Bid 


HE Frontier Power Company, 
which serves a 4-county area along 
the Colorado-New Mexico line, asked 
the Colorado Supreme Court recently to 
void a special election at Trinidad, Colo- 
rado, last March 23rd which approved 
plans for establishment of a municipal 
power and light firm. 
The power firm appealed from a lower 
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court ruling by District Judge David M. 
Ralston which held the Trinidad election 
was legal and that the city could issue 
$1,800,000 in revenue bonds to set up its 
own power plant. 

Frontier Power, which serves Las 
Animas and Huerfano counties in Colo- 
rado and Colfax and Mora counties in 
New Mexico, charged the election was 
conducted improperly and was held at a 
time when the city was under injunction. 
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Commission Refuses to Interfere 
Ta state public utilities commission 

early this month announced that it 
would “not interfere in any manner with 
contracts between public service com- 
panies and their employees.” 

The commission’s ruling, announced 
by Chairman Eugene S. Loughlin, was 
made in response to a request from 
American Federation of Labor repre- 
sentatives. They asked that the commis- 
sion postpone a hearing on an applica- 
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Connecticut 


tion of three Bridgeport bus companies 
until issues involving the companies and 
their employees, which are pending be- 
fore the state board of mediation and 
arbitration are decided. 

The application before the commis- 
sion was that of the White Lines Bus 
Corporation, Lordship Railways, Inc., 
and Central Bus Corporation to sell their 
franchises and some of their busses to 
the Gray Line Bus Company. The four 
companies operate in Bridgeport. 


Florida 


Transit Fares Reduced 


HE Miami city commission on 
August 4th authorized Miami 
Transit Company to reduce cash fares 
from 13 to 10 cents. 
The transit company requested the re- 


duction on a trial basis in the hope it 
would boost business. 

Fares were raised from 10 cents cash 
or three tokens for 25 cents last April 
7th, to 10 cents for tokens in strips of 10 
and 13 cents each. Since the company 
reported a sharp decline in business. 


* 


Georgia 


Contracts for Power 7 


NDER terms by which the govern- 
ment will get more than $1,000,000 
a year, the Georgia Power Company has 
entered into a 10-year contract with the 
Department of the Interior, at Wash- 
ington, to buy the entire electric power 
production from the $30,000,000 Alla- 
toona dam project, now under construc- 
tion on the Etowah river, near Carters- 
ville. 
Federal officials responsible for the 
sale of electric power from government 


projects believe this contract, first to be 
negotiated in the region for the sale of 
such power, will serve as the model for 
similar contracts to be made, for the sale 
of electricity from other regional public 
power projects. 

In this region, such projects, now 
under way by the Corps of Engineers, in- 
clude: Clark’s Hill dam, near Augusta ; 
Buford dam, near Atlanta; the Jim 
Woodruff dam, at the confluence of the 
Chattahoochee and Flint rivers; and 
other dams now planned for the Chatta- 
hoochee. 


¥ 


Idaho 


CVA Approved by Labor 
Federation 


HE Idaho State Federation of 
Labor on August 3rd went on 


record approving the Columbia Valley 
Authority and renominated most of its 
officers. 

The federation instructed its officers to 
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work for the immediate adoption of the 
proposed Columbia Valley Authority, 
which would set up an organization in 
the Pacific Northwest similar to the 
Tennessee Valley Authority. 

Jimmy Marr, secretary of the Oregon 
State Federation of Labor, addressed 


the group on the need for extending 
work on the Columbia river for power 
sites. He urged the Idaho federation to 
support the construction of four dams 
on the river, which he said would pro- 
vide cheaper power and more industry 
in the Pacific Northwest. 


lowa 


New Company Wins Franchise 


HE Council Bluffs Transit Company 

will furnish the city’s transporta- 
tion. The new locally backed company 
recently won its franchises in a close 
special election by 756 votes. 

James R. Kiger, company president, 
stated the new company’s all-bus opera- 
tions will begin “as soon as the city coun- 
cil has canvassed the vote and has given 
the present operators the legal thirty 
days’ notice to discontinue service.” 

The vote marked the end of the street- 
car in Council Bluffs. It will end the 
joint operation of the Omaha & Council 


Bluffs Street Railway and the Omaha & 
Council Bluffs Bridge & Railway com- 
panies. 

In a statement Mr. Kiger said all 
necessary equipment had been ordered 
and would be ready by the time the 
council “tells us to begin, or before.” He 
also said applications for employment 
would be received any time from the em- 
ployees of the present operators. Job 
preference and seniority rights would be 
respected. 

The two streetcar companies, spurred 
by their employees, had waged an all-out 


campaign. 


Kentucky 


Summing up the 
group’s objections, Creager said, “Our 


Co-op Pulls Out of State Group 
cé as in policies” has caused 
the Fleming-Mason Rural 
Electric Codperative to withdraw from 
the Kentucky Rural Electric Codpera- 
tive Corporation, R. L. Creager, man- 
ager of the Fleming-Mason group, an- 
nounced recently at Flemingsburg. 
Creager, according to an Associated 
Press report, said an objection to the 
statewide organization’s political activ- 
ities and other policies prompted the 
Fleming-Mason board of directors to 
Mong unanimously to pull out on August 
The KRECC was formed by codpera- 
tives throughout the state to serve as a 
central clearing house on matters affect- 
ing them. Eighteen of the state’s 25 co- 
Speratives now are members. The 
CC opened offices at Louisville last 
January. 
AUG. 26, 1948 


Fleming-Mason 


co-op wasn’t particularly impressed with 
the statewide’s recent attack on the gov- 
ernor. We couldn’t agree with their new 
financial policy. And we felt the 
KRECC is becoming much more a politi- 
aca than it was intended to 


Another major objection, Creager ex- 
plained, was to the state organization’s 
policy on group buying. 

Creager said the Fleming-Mason 
group, the biggest rural electric co-op in 
the state, was embarrassed by the 
KRECC’s resolutions attacking Gover- 
nor Earle C. Clements after he refused 
to encourage a bill in the last state legis- 
lature to take rural electric co-ops out of 
the jurisdiction of the state public serv- 
ice commission. The resolutions were 
passed at the state convention in April. 
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Creager said he understood at least 
four other codperatives were planning 





Commission Members 
Appointed 


oHN H. Hessey and Frank Harper, 

both Baltimoreans, were appointed 
on August 3rd by Governor Lane to 
serve as members of the state public serv- 
ice commission. Mr, Hessey, an attorney, 
was named chairman of the commission, 
succeeding Charles B. Bosley in the post. 

Governor Lane accepted the resigna- 
tions of Mr. Bosley and Thomas Elmo 
Jones, commission members. 

The reorganization of the commis- 
sion’s membership, undertaken on the 














Mic 


Rate Increases Granted 





TS state public service commission 
recently granted rate increases for 
four Michigan public utilities and ap- 
proved a large borrowing program for 
the Michigan Bell Telephone Company. 

The Detroit Edison Company was 
permitted to raise its gas rates in the 
Port Huron area $331,847 annually. The 
affected area covers parts of St. Clair 
and Macomb counties. The commission 
specified that the city of Port Huron or 
industries which had raised objections 
to the increase would be permitted to file 
further information with the commis- 
sion. 

The commission also approved a 
$323,000 temporary rate increase for the 
Michigan Associated Telephone Com- 
pany. The company headquarters are at 
Muskegon and it serves telephones in 
that area and in scattered sections 
throughout the lower peninsula. The 
company had asked for a permanent in- 
crease of $625,000. Hearings were 
scheduled to continue on this application. 
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to withdraw from the state body for rea- 
sons similar to those of Fleming-Mason. 


Maryland 


eve of a hearing on the Baltimore 
Transit Company’s application for a fare 
increase, left Arthur H. Brice, Eastern 
Shore supporter of Governor Lane, as 
the third commission member. 

Mr. Harper was executive secretary 
of the commission. 

Governor Lane said soon after he be- 
came governor both Mr. Bosley and Mr. 
Jones “very generously” offered their 
resignations, effective at his pleasure, 
“because they felt that the incoming gov- 
ernor should be free to select officials of 
his own choice to carry out the policies 
of his administration.” 





higan 

The Michigan Public Service Com- 
pany, which supplies electricity to the 
northwestern part of the lower Michigan 
from Ludington north, was permitted to 
raise its rates $220,000 per year, but rate 
schedules were still to be worked out. 
The company had asked for $226,000 
annually. 

The commission approved a $23,000 
annual rate increase in electric rates of 
the Marinette-Menominee Light & Trac- 
tion Company. 

The Michigan Bell Telephone Com- 
pany was authorized to issue $75,000,- 
000 in debentures to be sold on the open 
market. The debentures will retire prom- 
issory notes held by the American Tele- 
phone and Telegraph Company for 
money advanced to Michigan Bell for its 
expansion program. 


Melodies on DSR to Be Soft 


CC Manager Leo J. Nowicki 
early this month assured complain- 


ing Detroit Street Railway patrons that 
neither their ears nor their pocketbooks 
would be offended if the system permits 
AUG. 26, 1948 


321 









PUBLIC UTILITIES FORTNIGHTLY 


the installation of radios in busses and 
streetcars. 

Letters protesting “the expenditure of 
DSR funds to install radios for the 
further annoyance of the riders” have 
been flooding Nowicki’s office. Thus 
harassed, Nowicki felt a public reply 
was necessary. 

The letter writers are misinformed, 
Nowicki said. The DSR has no intention 


of paying for the radios. The Transpor. 
tation Advertising Company, which 
handles the system’s car cards, will as- 
sume that, Nowicki’said. 

“If adopted, the program will be spe- 
cially broadcast and will consist of soft, 
background music, with short commer- 
cial announcements, newscasts, weather 
reports, and, perhaps, baseball and foot- 
ball scores,’’ Nowicki said. 


is 
New York 


Bus Strike Called Off 


he threatened strike of the 3,900 
employees of the Third Avenue 
Transit system, scheduled for 4 am, 
August 7th, was called off early the eve- 
ning before by the Transport Workers 
Union, CIO. Cancellation of the strike 
order issued by the union on August 5th 
was announced by City Councilman 
Michael J. Quill, its international presi- 
dent, at an informal session of the board 
of estimate. 

The strike would have tied up the bus 
and streetcar lines of the Third Avenue 


Transit Corporation, the Surface Trans- 
portation Corporation, and the West- 
chester Electric Railroad Company, 
serving 2,000,000 riders daily in Man- 
hattan, the Bronx, and Westchester. 

A foundation for ending the strike 
order was laid when John M. Mac- 
Donald, president of the Third Avenue 
Transit units, agreed to a proposal by 
Mayor O’Dwyer under which the sys- 
tem companies would receive permission 
to apply directly to the state public serv- 
ice commission for an increased fare, 
subject to conditions laid down by the 
board of estimate. 


Oregon 


PUD Tax Due on County Roll 


ge state tax commission recently 
ordered the Union county assessor 
to put the Union County People’s Utility 
District tax levy on the tax roll. 

The order rejected the protest made by 
ten citizens of the county. They claimed 
the amount of the 2-mill levy is unrea- 


sonable, that it would produce more reve- 
nue than the PUD needs, that the budget 
was not drafted according to law. 

The tax commission said it has no 
power to pass on the objections that the 
tax is excessive or unreasonable. But 
the commission did rule that the budget 
was drafted according to all require- 
ments of the law. 


Virginia 


NLRB Takes Jurisdiction 


ters National Labor Relations Board 
on August 4th took jurisdiction of 
a city transit line. 

It ordered an election among sixty 
employees of the Roanoke, Virginia, 
transit lines to determine whether or not 
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they wish to be represented in collective 
bargaining by Lodge 1368 of the Inter- 
national Association of Machinists. 
The election was ordered at the re- 
quest of the employers, Safety Motor 
Transit Corporation, and the Roanoke 
Railway & Electric Company. Since the 
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two companiés are commonly owned and 

controlled, the board held they consti- 

tute a single employer under the law. 
The companies operate 80 busses and 


16 streetcars, hauling approximately 1,- 
900,000 passengers a month in Roanoke, 
a city of 69,000. It is the only transit 
line in the city. 


West Virginia 


Publishers Protest 


W= VIRGINIA publishers protested 
recently the principle that the state 
public service commission can determine 
how much a public utility should pay for 
advertising. 

A resolution adopted by the Publishers 
Association at its meeting in Mont- 
gomery objected to a recommendation 
by the commission’s chief accountant 
that the agency “not only determine the 


amount which companies coming under 
its jurisdiction shall expend for adver- 
tising . . . but the media in which such 
advertising shall be placed.” 

Such a practice, the resolution said, 
is “contrary to the letter and spirit of the 
Constitution of the United States and 
of the state of West Virginia, and with- 
out authority of the statute under which 
the public service commission was cre- 
ated...” 


Wisconsin 


Commission Votes Co-op Dam 


ye state public service commission, 
in an order issued on August 4th, 
gave the Dairyland Power Cooperative 
its long-sought authority to build a $3,- 
122,000 dam and hydroelectric power 
plant on the Flambeau river near Lady- 
smith in Rusk county. 

The commission order, approved by 
all three commission members, brought 
to an end a fight which had raged for al- 
most two years through the commission, 
civil courts, and finally into the 1947 
legislative session. 

Dairyland will sell much of the power, 
estimated at 50,000,000 kilowatt hours 
a year, to member electric codperatives 
at wholesale. 

The commission in its order touched 
on the issue of scenic beauty along the 
Flambeau—focal point of the opposition 
registered by the state conservation com- 
mission and scores of sportsmen’s 
groups. It remarked that “it does not ap- 
pear from the evidence that the con- 
struction, operation, or maintenance of 
the proposed dam is contrary to the pub- 
lic interests if the public right to the en- 
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joyment of natural scenic beauty is con- 
sidered.” 


Asks Rate Reduction 


eo Wisconsin Power & Light Com- 
pany of Madison recently asked the 
state public service commission for a re- 
duction in rates it charges towns and 
cities in its area for street lighting and 
water pumping. 

The application would change rates 
for 182 municipalities on street lighting. 
It would affect water pumping current 
rates in 54 municipalities. 

A total of 100 street-lighting bills 
would be cut, and 82 increased. There 
would be decreases in 50 of the 54 
pumping bills. 

For the entire list, the utility would 
get $6,377 a month less for street light- 
ing and $2,071 less for water pumpage 
under the proposed rates. 

The change was asked, the utility ex- 
plained, because of the wide variation in 
rates in effect in smaller private and 
municipal plants which Wisconsin 
Power & Light has acquired in recent 
years. 
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Disallowance of Expenses during Abnormal 
Period Results in Confiscation 


N order of the Tennessee commission 
denying an increase in intrastate 
telephone rates, in Re Southern Bell 
Teleph. & Teleg. Co. (1947) 72 PUR 
NS 264, was held by a state court to be 
illegal. Chancellor Wade said that there 
was not the slightest doubt “in this 
court’s mind but that the present rates 
of the telephone company are confisca- 
tory.” 

The commission had reduced expenses 
in various amounts incident to mainte- 
nance, traffic, commercial, relief and pen- 
sion, license contract fees, depreciation, 
and taxes. Maintenance expense had 
been scaled down to exclude an abnormal 
amount resulting from a postwar con- 
struction program, 

The court said that it is the present 
operating experience and the reasonably 
expected future economic conditions 
which a rate-making body should con- 
sider. The court continued: 

This court deems it unreasonable for rate- 
making purposes to apply the conditions as 
existed during the 1939 era to the conditions 
which existed in the postwar era of 1946 and 
the years immediately succeeding. .. . 

The record in this case reveals a willing- 
ness on the part of complainant to supply 
any and all information sought by the com- 
mission pertaining to said complainant’s 
operating expenses, and the commission has 
not taken issue with the complainant as to 
its actual proven expenditures for the 
amounts and purposes shown. The opinion 
of the commission simply reduces company 
expenditures for rate-making purposes by 
means of a percentage formula, using the 
1939 era in said formula as being a normal 
period. As hereinbefore stated, the 1939 era 
is in no sense comparable to the postwar era 
of 1946 and there is nothing in the record to 
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indicate that the foreseeable future will re- 
turn to 1939 levels. The company has no way 
of hurdling the present and it is required 
to operate under the conditions as now exist. 
If such levels do return the commission is 
free to promptly act. 


The same reasoning was followed in 
disapproving a reduction for traffic ex- 
penses and commercial expenses. There 
was said to be absolutely no evidence that 
the company or its officials were guilty of 
mismanagement or that they were in any 
way responsible for a decline in the effi- 
ciency of the company’s labor or for a 
large turnover in labor which resulted in 
a high average ratio of employee train- 
ing. 

The policy of the company, said the 
court, could not be invaded by the com- 
mission, and, in the absence of a show- 
ing of extravagance, waste, or abuse of 
discretion, the commission could not sub- 
stitute its judgment for that of manage- 
ment. The commission was found to be in 
error because it arbitrarily scaled down 
the proved actual expense of pension ac- 
cruals. 

Payments to related companies, in the 
opinion of the court, are properly investi- 


-gated. The commission may determine 


whether a telephone company receives 
fair value under its license contract with 
the American Telephone and Telegraph 
Company and whether, under a contract 
with the Western Electric Company, it 
makes possible profits to the American 
Company which should have been taken 
into consideration in determining the 
value to the utility under its license con- 
tract. 
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The evidence in the case, however, 
said the court, showed without contradic- 
tion that the company purchased from 
Western Electric needed and essential 
materials at a price less than it could get 
from any other source. The record 
further disclosed that the profit made by 
the American Company from its owner- 
ship of stock in the Western Electric 
was moderate, It was concluded that the 
company got full value under its license 
contract and that the 14 per cent paid to 


= 


the parent company was reasonable. 

It was further determined that the 
company had complied with require- 
ments of the Federal Communications 
Commission in determining its annual 
depreciation expense on a straight-line 
basis, and the commission was in error 
in disallowing a part of depreciation ex- 
pense by following a_ sinking-fund 
theory, Southern Bell Teleph. & Teleg. 
Co. v. Tennessee Railroad and Public 
Utilities Commission et al. 


Fuel Clause Allowed in Gas Rate Schedule 


GAS company was allowed a rate in- 
crease by the Indiana commission, 
because its present rate, in view of the 
high cost of commercial propane, wages, 
and taxes, was so unreasonably low as 
to amount to confiscation of the com- 


pany’s property. 


The commission granted the utility’s 
request that a clause be inserted in the 
rate schedule which would permit the 
utility in some degree to pass on future 
increases in the cost of propane to its 
consumers, Re Madison Utilities Corp. 
(No. 20125). 


z 


Utility Must Pay Interest on Deposits 


TS Indiana commission, in approv- 
ing a water company’s request for 
permission to furnish service to an area 
not receiving service, approved the com- 
pany’s proposed rate schedule and its plan 
to require a cash deposit from all con- 
sumers prior to commencement of serv- 
1ce. 

The commission specified, however, 
that the company pay a minimum of 


3 per cent interest yearly on all deposits. 

The commission ordered the company 
to pay the cost of tapping its main and 
laying and maifitaining service pipes to 
the property line of any person request- 
ing service, The consumer would bear 
the expense of installing service pipes 
from the property line to the point of 
consumption. Re Peoples Water Co. 
(No. 20146). 


€ 
Frequent Changes in Utility Rates Deplored 


ELEPHONE rate increases filed by the 

Lexington Telephone Company 
during a period of conversion to dial 
operation were disapproved by the Ken- 
tucky commission for failure to prove 
the right to higher rates. Increased costs 
were recognized, but the necessity of 
further rate revisions after completion 
of the conversion program was apparent. 
The commission commented : 


Utility rates—especially telephone rates— 
should not fluctuate so often. For them to do 


325 


so means that before one rate case is dis- 
posed of, another may be well along its way, 
and neither the investor, the management, 
nor the customer can feel any security in the 
prevailing rate structure. Unless an actual 
emergency arises, it is against public policy, 
is unfair to investor, to management, and to 
the public alike, to disturb rates every fifteen 
or eighteen months. Nevertheless, if extra- 
ordinary circumstances justify such fre- 
quent rate fluctuations, the commission 
should allow them, of course. 


The commission as a statutory crea- 
ture, it was said, is amenable to the 
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statutory law. It cannot be oblivious to 
the requirement that it fix the property 
value by giving consideration to history 
and development of the utility and its 
property, original cost, reproduction cost 
as a going concern, and other elements 
of value. The burden to present evidence 
on these questions is, however, upon the 
company. 

The rate base was founded upon de- 
preciated original cost of plant plus ma- 
terials and supplies. Reproduction cost 
might increase this amount in the light of 
present inflation, and going concern 
value might reduce it materially because 
of unsatisfactory service. Evidence on 
these factors was either wholly lacking 
or wholly inconclusive. The commission 
made these rulings on rate base deter- 
mination : 

A public utility is not entitled to charge 
interest on construction work in progress 


and also to earn a return on property 
under construction. 

It is inconceivable that a well-operated 
telephone utility would carry in its ma- 
terials and supplies account more than 
25 per cent of the original cost of its 
whole utility plant. No allowance should 
be made for cash working capital when 
a company collects its accounts in ad- 
vance and does not show the need for 
working capital. 

A charge to operating expense to make 
provision for obsolescence, although it 
may be sound accounting for tax pur- 
poses, has no place in a rate case. Non- 
recurring expenses should be disallowed. 

An annual return of 7.4 per cent on 
the rate base determined was sufficient. 
Even if certain controversial amounts 
were included, the rate of return would 
still be about 5.5 per cent. Re Lexing- 
ton Teleph. Co. (Case No. 1616). 


e 


Discontinuance of Station Largely a Managerial Question 


HE Colorado commission, in per- 

mitting a railroad to discontinue an 
agency station being operated at an out- 
of-pocket loss, ruled that the question 
involved in such a proceeding is one of 
managerial discretion, and where it does 
not appear that the railroad has acted 
arbitrarily, the commission will not in- 
terfere. 


The commission called attention to the 
fact that the savings to the railroad on 
discontinuance of the station would be 
double the amount of the total annual 
revenue received at the station and that 
no appreciable public inconvenience 
would result. Re Denver & Rio Grande 
Western R. Co. (Application No. 9063, 
Decision No. 30092). 


e 


Commission May Not Award Greater Authority Than Requested 


N appeal by several motor carriers 

to the Michigan Supreme Court, a 
commission order granting authority to 
a competitor for the transportation of 
household goods was reversed. The cer- 
tificate which the commission awarded 
was considerably broader than requested 
in the application. 

The court pointed out that under state 
laws relating to motor carriers the com- 
mission’s power to grant a certificate is 
dependent upon the filing of an applica- 
tion. The court added: 


It is a corollary that the extent of the 
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authority granted under such certificate must 
depend upon and may not exceed what is 
sought by the application. 


To permit the commission to award a 
certificate for a greater area than that 
applied for would subvert the very pur- 
pose of the notice and hearing on certifi- 
cate applications, Interested carriers, the 
court continued, would have no way of 
knowing what proof would be required 
of them if the application could not be 
relied on as a true indicator of the au- 
thority sought, Kirkby et al. v. Michigan 
Pub. Service Commission, 32 NW2d 1. 












IGHER electric rates were approved 
H by the Maine commission where a 
utility was willing to proceed on the basis 
of plant investment less depreciation re- 












y ; . - : 
Ps serve without introducing evidence as to 
fer reproduction cost or other evidence to 
support any theory of “value.” 
This procedure, said the commission, 
ake Hi simplified the work, f 
it simplified the work, for operating prop- 
a erty had been gone over and checked by 
7 members of the commission staff at vari- 





ous times. 

Plans for postwar development 
brought up the question of including 
property held for future use. The com- 
mission said it has always followed the 
rule laid down in Fort Fairfield Light 
& P. Co. v. Maine Pub. Service Co. 
PUR1933B 505. There it was said that 
a company cannot have property included 
in the rate base merely because of a possi- 
bility that at some future time it may 
conclude to put the property in public 
service. The commission included prop- 
erty which would be in service in the 
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Bip. Colorado commission issued a 
certificate of convenience and neces- 
sity for taxicab operation to the one of 
two rival applicants who demonstrated 
his ability to carry on the operation suc- 
cessfully. The commission summarized 
its position on the applications with this 
statement : 









This commission has certain requirements 
based on the applicable statutes and law, that 






Authorized to 


HE Georgia commission authorized 
the Gas Light Company of Colum- 
bus to issue securities to finance the pur- 
chase of the physical gas properties pres- 
ently owned by Georgia Power San. 
pany, representing gas distribution 
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Property Held for Future Use May Ge 
Into Rate Base 
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near future but excluded property as to 
which there were no plans for use for 
some years to come. 

The proposed rates would produce a 
return of 5.37 per cent, which the com- 
mission said was not unreasonable, The 
commission called attention to the re- 
duction in average revenue per kilowatt 
hour from 1933 to date. The company 
had not increased rates in over thirty 
years but had effected substantial reduc- 
tions. 

The increase would produce an aver- 
age revenue per kilowatt hour of 3.98 
cents, with an index figure of 62.78 in 
relation to a figure of 100 for 1933, or 
about what it was in 1946, The index 
for 1947 was 57.73. 

The commission, after referring to the 
constant reduction since 1933, said that 
“there are few commodities today that 
can show a similar failure of increase 
in cost to the consumer.” Public Utilities 
Commission v. Central Maine Power Co. 
(FC No. 1280). 


e 


Commission Outlines Requirements for Cab Certificate 


must be met before a certificate of this type 
will issue. These are: authority from the 
local governing body, proof by public wit- 
nesses of need for service, and evidence of 
experience or ability to carry out the opera- 
tion, and evidence of financial position to 
successfully carry on the operation. As to 
these proofs, F. D. Willis gave no testimony 
as to any of them, while, on the other hand, 
Harve Crouse gave satisfactory evidence as 
to all of them. 


Re Willis (Application Nos. 8968, 8969). 


z 


Dividends Restricted When Securities Are 


Buy Gas Plant 


plants in Americus and Columbus, 
Georgia, and to provide for additions and 
for working capital, The Georgia Power 
Company has been required by the 
Securities and Exchange Commission to 
divest itself of its gas properties. 
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The property had been offered at com- 
petitive bidding. The price offered repre- 
sented a base price of $2,300,000 in cash, 
subject to certain closing adjustments in 
conformity with the terms of the pur- 
chase agreement. 

A pro forma balance sheet showed a 
er a reserve in the amount of 
$477,000 which was substantially in ex- 
cess of the reserve balance presently on 
the books of Georgia Power Company. 
This reserve requirement had been de- 
termined by a study and appraisal of the 
properties. 

Reflecting this more adequate depre- 
ciation reserve balance and stating tangi- 
ble property at original cost, in accord- 
ance with the Uniform System of Ac- 
counts, created a Utility Plant Acquisi- 
tion Adjustment balance of $975,000. 
This was the difference between the price 
paid for the properties and the recorded 
original cost, The company proposed to 
amortize this intangible plant balance 
over a period of twenty-five years, which 
the commission considered reasonable. 

The commission, after explaining this 
situation, said: 

It may appear at first that a total security 
authorization of $3,000,000 as requested is 


somewhat large when compared to the pur. MM base, 


chase price or to the original cost of the 
tangible plant. This commission has no 
authority over prices paid for utility plan 
and therefore no approval is requested of 
the commission of the price paid for thes 
physical assets. The company insisted that jt 
will require additional capital over and above 
the purchase price for the financing of im. 
provements and additions to its plant and 
equipment, and that, in view of the large 
demand for gas service, the amount re. 
quested is not too large. It appears, however, 
that some condition should be stipulated with 
respect to the issuance of securities re- 
quested in view of the very substantial 
amount of intangible capital created in Ac- 
count 100.5 “Utility Plant Acquisition Ad- 
justment.” Since this is entirely intancible 
plant, not specifically represented by phvsical 
property, it is the opinion of the commission 
that a restriction should be placed pon the 
common stock dividends to be paid by the 
new company until such time as the earned 
surplus balance is equal to or exceeds the 
balance representing intangible plant, and 
further, the earned surplus of the company 
created from the limitation on common 
stock dividends should be reserved to the 
extent of the remaining intangible plant 
balance at all times until this balance is 
fully amortized or otherwise disposed of and 
this order will so provide. 


Re Gas Light Co. of Columbus (File No. 
19391, Docket No. 9043-A). 


e 


Restriction Prohibiting Local Service Removed 
From Air Certificate 


HE Civil Aeronautics Board re- 

moved a restriction from a certifi- 
cate of a transcontinental air line which 
prohibited it from carrying passengers, 
express, and mail between two large 
Alaskan cities on its route, The restric- 
tion presented practical difficulties and 
was believed to be neither economical 


z 


nor desirable from a public relations 
standpoint. 

The board did not, however, authorize 
the carrier to render a shuttle service 
between the cities but only allowed it to 
serve the cities on flights covering the 
full length of its route. Re Pan Ameri- 
can Airways, Inc, (Docket No. 1972). 


Charges to Retirement Reserve Limited 
By Past Depreciation 


fmm Nevada commission dismissed a 
complaint against electric and water 
rates upon finding that there would be a 
return of 6.16 per cent from electric 
power operations and 6.82 per cent from 
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operations of the water department. 
These rates were not considered exces- 
sive on the value of the property used 
in the public service. 

The commission, in fixing the rate 
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he pur. HM base, disallowed debits to the retirement 
a - reserve account, stating: 

y plant . . . MO amount can be charged to the re 
ted of tirement reserve account for book value on 
r these plant property withdrawn during the year 
thet it on which very little depreciation, if any, had 
above 







won I awarding a certificate of conven- 
4p ience and necessity to an air carrier, 
antial the Colorado commission repeated a 
| Ac statement made in earlier cases that it 
rg has jurisdiction to issue certificates for 





“nonscheduled or irregular common car- 
rier service by air.” 

The commission based its award on 
the fact that a need existed for the serv- 








‘e West Virginia commission re- 
jected a motor carrier’s plea for an 
opportunity to improve its service and 
awarded a certificate to a competing car- 
rier. The commission pointed to the 
record, which showed that many months 
earlier the carrier had been ordered to 
improve service and had agreed to do so 
but failed to keep his agreement. 

The commission, refusing to give the 
carrier “one more chance” to improve 
service, made this comment: 

We are of the opinion that where, as in 
this case, the record shows that the protes- 


tants have been given an opportunity to 
remedy the inadequacy found to exist in 













A air carrier was given an exemption 
from the provisions of the Civil 
Aeronautics Act to permit it to conduct 
all-expense vacation tours throughout the 
United States where the Civil Aeronau- 
tics Board found that the service pro- 
posed was largely experimental in char- 
acter and might develop into a valuable 
type of service to the public and where 
a denial of an exemption would be an 
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ee nage been set up on the company’s 
ks and credited to the retirement re 
serve account. 


Re California-Pacific Utilities Co. (Case 
No. 1165). 





e 


Commission Has Jurisdiction over Irregular Air Service 


ice and that the applicant, from both a 
physical and a financial standpoint, was 
qualified to render satisfactory service. 
It imposed on the carrier the obligation 
of complying with the Civil Air Regula- 
tions adopted by the Civil Aeronautics 
Board. Re Western Aviation, Incorpo- 
rated oe No. 8898, Decision 
No. 30735). 


e 


Commission Authorizes Competition When Carrier 
Fails to Improve Service 


their service and have failed to remedy such 
inadequacy, any doubt that we may have 
as to whether or not we are required by law 
to give the protestants another opportunity 
to improve their service between said points 
should be resolved, not in favor of the appli- 
cant in this proceeding, but in favor of the 
public, so that those authorized to furnish 
transportation service under the certificates 
of convenience and necessity held by them 
may know that if, after notice, they fail in 
their duty to the public, the commission may, 
and will, authorize another applicant to 
furnish service over the same highways over 
which the holders of the certificates are 
authorized to operate. 


Re Elk River Bus Co., Inc. (Case No. 
6394). 


@ 


Other Important Rulings 


undue burden on the applicant and con- 
trary to the public interest. Re Resort 
Airlines (Docket No. 3316). 


The Indiana commission held that it 
had jurisdiction to order a telephone 
company to extend its lines and service 
into territory it had never served or un- 
dertaken to serve. The company had no 
agreed territory boundary lines with the 
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telephone companies serving in the local- 
ity, and no company had authority to 
serve. Re Alexander et al. (No. 19082). 


_ The New Jersey commission, in reject- 
ing a schedule of rates proposed by a gas 
company, ruled that a rate of return as 
high as 6.43 per cent was not justified. 
The commission considered a return of 
6 per cent adequate to maintain the credit 
of the company and permit it to attract 
such capital as required for the proper 
discharge of its public duties, Re Eliza- 
bethtown Consolidated Gas Co. (Docket 
No, 3417). 


The city court of New York held that 
it has jurisdiction over an action to re- 
cover damages for an air-line company’s 
breach of contract to transport a passen- 
ger, and that the passenger need not pro- 
ceed before the Civil Aeronautics Board 
to establish his right to recover the dam- 
ages, No question of reasonableness of 
rates or validity of practices or regula- 


tions was involved. Warshak v, E 
Air Lines, Inc. 78 NY S2d 413. 


The Colorado commission, in award- 
ing authority to operate a towing service, 
ruled that a carrier engaged in the busi- 
ness of indiscriminately towing motor 
vehicles is under commission jurisdic- 
tion. Since public need had been shown 
for the service and no protest made, a 
certificate was issued. Re Adell (Appli- 
cation No. 9070, Decision No, 30731). 


The New Jersey Board of Public 
Utility Commissioners approved a 
schedule of water rates which would 
yield a return of approximately 5.2 per 
cent on plant and facilities after giving 
effect to the installation of necessary ad- 
ditions and improvements, A present 
yield of approximately 1.9 per cent was 
described as manifestly inadequate to 
maintain the company’s credit. Re 
Colonial Manor Water Co., Inc. (Docket 
No. 3777). 
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GEORGIA PUBLIC SERVICE COMMISSION 


Re Georgia Power & Light Company 


File No. 19313, Docket No. 8823-A 
May 7, 1948 


PPLICATION for authority to establish new wholesale power 
A rates with fuel adjustment charge for service to specified 
customers; rate revisions prescribed and fuel adjustment 

clause prescribed. 


Rates, § 303 — Fuel adjustment clause — Power supply. 
A fuel adjustment factor in a large power rate schedule is properly related 
to total power delivered by an electric system obtaining part of its supply 
from hydroelectric sources and part by purchase. 


APPEARANCES: T. Guy Connell, 
Counsel, for Georgia Power and Light 
Company; Charles J. Bloch, Counsel, 
and E. H. Stockton, Attapulgus Clay 
Company; R. G. Dickerson, Counsel, 
Strickland Cotton Mills; C. S. String- 
fellow, Counsel, Atlantic Coast Line 
Railway Shops, for the Consumers; N. 
Knowles Davis, Chief Engineer, R. B. 
Alford, Service Engineer, and Henry 
H. Cabaniss, Auditor, for the Com- 
mission, 


By the Commission: On Novem- 
ber 21, 1947, the Georgia Power and 
Light Company filed an application 
with the Commission requesting au- 
thority to establish a new wholesale 
power rate, including a fuel adjust- 
ment charge to be designated as rate 
P-7, for large industrial power service 
in lieu of the present rates applicable 
to the Attapulgus Clay Company, At- 
tapulgus, Georgia; Southeastern Pipe 
Line Company, Bainbridge, Georgia; 
Strickland Cotton Mills, Valdosta, 

[3] 


Georgia, and the Atlantic Coast Line 
Railway, Waycross, Georgia. 

In the application, the company 
states that it must seek relief through 
a revision of rates to offset losses in- 
curred in rendering service to these 
large industrial customers. The ap- 
plication further states that, because 
of the conditions brought about by 
the unprecedented increases in operat- 
ing costs, particularly the cost of fuel 
oil used in power generation and the 
urgency of the situation, the company 
did not at that time request authority 
to revise its general rates, but sought 
first to obtain immediate relief through 
an adjustment of the large wholesale 
power rates on which substantial losses 
were allegedly being incurred. 

This matter was first assigned for 
hearing before the Commission on 
January 14, 1948, and the Commis- 
sion notified each of the four affected 
consumers of the nature of the applica- 
tion and the time and place of the 
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scheduled hearing thereof. Later, at 
the request of Mr. R. G. Dickerson, 
counsel for the Strickland Cotton 
Mills, the matter was postponed and 
reassigned for hearing on January 28, 
1948, when it came on to be heard. 

At the hearing, Mr. J. F. Bailey, 
president of the company, testified that 
the earnings of the company had been 
steadily declining and that it had been 
apparent for some time the company 
would have to seek authority to in- 
crease rates, due to increasing costs of 
operation, particularly the recent dras- 
tic increase in fuel oil cost. 

Mr. Bailey testified that the rates 
now in effect for service to the Attapul- 
gus Clay Company and the Southeast- 
ern Pipe Line Company include a fuel 
adjustment clause, but that the rates 
now in effect for service to the Strick- 
land Cotton Mills and the Atlantic 


Coast Line Railway include no adjust- 


ment for fuel cost. He also pointed 
out that individual rates apply to each 
of these consumers and that the serv- 
ice requirements are similar. He 
stated that the proposed P-7 rate 
would be uniform for all large service 
and would include the standard fuel 
adjustment clause. 

Question was raised at the hearing 
in regard to the use of a quoted price 
f.o.b. Port Tampa as the basis for cal- 
culating the fuel adjustment charge 
rather than actual fuel cost. Mr. 
Bailey pointed out that the quoted 
price was published regularly, and 
therefore, available to all parties con- 
cerned, and added that the Port Tam- 
pa price is lower than the actual cost 
of oil delivered to the tanks alongside 
the power plants of the Florida Power 
Corporation. A request exhibit fur- 
nished later to the Commission shows 
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that the f.o.b. Port Tampa fuel oil 
price has been consistently lower than 
the actual delivered cost of.fuel to the 
Florida Power Corporation. 

Mr. R. G. Dickerson, counsel for 
Strickland Cotton Mills, developed the 
fact that the contract between that cus- 
tomer and the Georgia Power and 
Light Company did not expire for a 
considerable period of time. However, 
rates contained in contracts of public 
utilities in Georgia are subject to re- 
vision by the Commission, irrespective 
of the unexpired term of the contracts. 

Mr. Dickerson developed further 
the fact that the contract with Strick- 
land Cotton. Mills was renewed in 
June, 1946, when by its terms, it could 
have been terminated on thirty days’ 
notice by the company. Under the 
rules of the Commission, however, the 
company could not raise its rates nor 
terminate service without specific au- 
thority from the Commission and the 
company apparently made no request 
in 1946 for rate revision since the price 
of oil at that time was substantially 
lower than at present. 

Cross-examination developed the 
fact that a part of Florida Power Cor- 
poration’s over-all power supply was 
from hydroelectric sources and a part 
was purchased and further that neither 
the cost of hydroelectric nor the cost 
of purchased power are affected by 
variations in cost of fuel oil to the 
Florida Power Corporation. Mr. 
Bailey alleged that the amount of 
hydroelectric generation by the Flori- 
da Power Corporation was only ap- 
proximately 64 per cent of total pow- 
er supply and that all of such power 
was largely used in the local area ad- 
jacent to such plants. He contended 
further that consideration should be 
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given to power sold to other utilities 
as an Offsetting factor to power pur- 
chased from other utilities. 

Regardless of these contentions, it 
appears equitable to relate the fuel ad- 
justment factor to total power supply 
to the system. If hydroelectric power 
and purchased power are a portion of 
the over-all supply, the fuel adjustment 
charge need not be as high as that cal- 
culated on total supply by steam gen- 
eration. On the other hand, losses 
must be taken into account since the 
fuel adjustment charge applies on 
energy sold and not on energy gen- 
erated. In order to resolve these con- 
ditions in the calculation of the proper 
factor, the total amount of fuel oil 
consumed can be related to the total 
amount of energy delivered, which will 
include the power supply from all 
sources less losses realized. Florida 
Power Corporation delivered 679,293,- 
750 kilowatt hours from its system 
in 1947 and consumed 1,788,547 bar- 
rels of fuel oil, or delivered 379.80 
kilowatt hours per barrel. To deter- 
mine the proper adjustment divide 
factor per kilowatt hour for each 5- 
cent barrel variation in fuel oil price, 


Company 


Be BA Mele 60's 606 6c e00sdicdces 


S. E. Pipe Line Company 
Strickland Cotton Mills 
Attapulgus Clay Company 

It is seen that with the exception of 
Strickland Cotton Mills the average 
rate paid gradually diminishes with 
higher consumptions. It is interesting 
to note, however, that the cotton mill 
purchased 17$ per cent more power 
than the pipe line for 25 per cent less 
money, which is an inequitable rela- 
tionship. This result seems due prin- 
cipally to the fact that there is now a 


Kw. Hr. Purchased Total Cost 
... 2,516,000 


it is necessary to the 379.80 kilowatt 
hour delivered per barrel into the 5- 
cent per barrel increment cost step 
which results in a factor of approxi- 
mately 0.013 cent per kilowatt hour 
delivered for each 5-cent change in 
the cost of oil. This appears to be a 
reasonable and adequate factor and 
will be prescribed for rates applicable 
to large wholesale power service. 

A statistical study of the company’s 
operation for the twelve months end- 
ing August 31, 1947, was introduced 
in evidence, together with studies of 
cost-to-serve each of the four custom- 
ers involved in the petitions These 
studies indicate that the company is 
providing service at a loss. The prin- 
cipal loss sustained is in connection 
with the service to the Strickland Cot- 
ton Mills, which amounted to $19,352 
for the period under consideration ac- 
cording to the study presented by the 
company. 

The following table shows the 
amounts of power purchased by each 
of the four large consumers, together 
with the total cost of average rate per 
kilowatt hour for the twelve months 
ending September 30, 1947: 


Average Rate 
1.36¢ 
1.29¢ 
0.82¢ 
1.21¢ 


$34,317 
43,734 
32,731 
60,976 


fuel adjustment charge in the pipe-line 
rate, while no such charge is contained 
in the cotton mill rate. The above 
table is based on fuel prices paid in 
1947 but if it were based on the cur- 
rent cost of oil ($2.86 per barrel), the 
differences would become even great- 
er 


In 1947 Georgia Power and Light 
Company purchased 120,573,734 kilo- 
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watt hours from the Florida Power 
Corporation at a total cost of $1,233,- 
875 or at an average rate of 1.02 cents 
per kilowatt hour. If the above cost 
be adjusted to reflect the present fuel 
oil price of $2.86 per barrel, the total 
cost would have been 1.29 cents per 
kilowatt hour which would have been 
the actual cost if the current price of 
oil had been in effect throughout the 
year. Since there is no fuel adjust- 
ment clause in the rate paid by Strick- 
land Cotton Mills the cost of power 
would have been the same irrespective 
of the cost of oil. The average rate 
paid by the cotton mill was only 0.82 
cent per kilowatt hour so it is clear 
that this power is being sold at less 
than its actual cost to the company. 
It is necessary, therefore, to provide 
for a revision in this rate. 

The company proposed a single rate 
to be applicable to all four consumers. 
While this has merit in simplifying the 
rate schedules, the result is to substan- 
tially increase one consumer and sub- 
stantially reduce another at a time 
when the company is in need of ad- 
ditional revenue. Under the circum- 
stances it would appear more equitable 
to retain the Cotton Mill Rate P-6 in 
effect and incorporate therein a proper 
fuel adjustment charge to compensate 
the company only for increased cost 
of power due to increased fuel oil cost. 
This will reduce the proposed increase 


Power Consumer 
Atlantic Coast Line Railway 
Southeastern Pipe Line Company 
Strickland Cotton Mills 
Attapulgus Clay Company 


$197,074 


After careful consideration of this 
matter it is the opinion of the Com- 
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Actual 
Power Cost 


68 


cost of power to the Strickland Cotton 
Mill. At the same time a single rate 
will be prescribed) for the other three 
large industrial consumers which will 
incorporate a fuel adjustment charge. 
This new P-7 rate will increase cost 
of power to the Atlantic Coast Line 
Railroad since there was no fuel ad- 
justment charge in Rate P-1 on which 
this service was billed. However, a 
fuel charge is prescribed in the Rate 
P-1 in a contemporary order issued by 
the Commission today under Docket 
No. 8876-A, 74 PUR NS post p. 69. 
While the new Rate P-7 will increase 
the cost of power to this railroad, the 
amount of increase will not be as large 
as would result from the fuel adjust- 
ment added to Rate P-1. 

The new P-7 rate prescribed 
herein will not substantially change 
the cost of power to the Southeastern 
Pipe Line Company nor to the At- 
tapulgus Clay Company which com- 
panies have already experienced sub- 
stantial increased power costs due to 
the effect of the fuel adjustment charge 
contained in the rates on which their 
service has been billed. The following 
table illustrates the effect of the new 
P-7 rate herein prescribed and the ad- 
dition of a fuel adjustment factor on 
the cotton mill rate based on consump- 
tions during the twelve months’ period 
ending September 30, 1947: 


Cost Proposed Cost under Rates 
By Company Prescribed Herein 


$40,911 
51,295 
59,191 , 
77,358 76,810 


$228,755 $223,704 


mission that the company requires re- 
lief and that the rates prescribed here- 
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in are fair and reasonable. Wherefore, 
it 18 

Ordered that the request of Georgia 
Power and Light Company for author- 
ity to withdraw its Cotton Mill Rate 
Schedule P—6 be and the same is here- 
by denied but in lieu thereof said com- 
pany is hereby authorized to incorpo- 
rate the following fuel adjustment 
dause in said Rate Schedule P-6 and 
the rate shall otherwise remain un- 
changed : 


Energy charge shall be increased or de- 
creased $0.00013 (13/100 of a mill) per kw. 
br. for each five cents (5¢) above $1.05 or 
teow $.90 per barrel, respectively, in price as 
established by published quotation of Bunker 
‘C” fuel oil f. o. b. refiners’ storage tanks at 
Port Tampa, Florida. 


Ordered further that the request of 
Georgia Power and Light Company 


for authority to withdraw present Rate 
Schedules P—4 and P-7 be and the 
same is hereby granted and revised 
Rate Schedule P-7 attached hereto 
and made a part hereof shall be the 
maximum rate schedule for large 
wholesale industrial power service ac- 
cording to the terms and conditions of 
said rate schedule as set forth therein. 

Ordered further that the revisions 
in rates and charges herein authorized 
shall become effective with bills ren- 
dered based on meter readings made 
on and after May 15, 1948. 

Ordered further that Georgia Pow- 
er and Light Company shall file rate 
schedules with the Commission in con- 
formity with the provisions of this or- 
der. 
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Re Georgia Power & Light Company 


File No. 19313, Docket No. 8876-A 
May 7, 1948 


ETITION by electric company for authority to revise residential 
Prong commercial rate schedules; rate increases authorized. 


Return, § 87 — Electric company. 


1. A return of 6 per cent on an electric company’s net investment based 
on the actual depreciation reserve on its books, and 5.55 per cent of its net 
investment based on the depreciation reserve accumulated through operat- 
ing expense charges, was deemed reasonable, p. 75. 


Return, § 87 — Electric company. 


2. A return of 8 per cent on an electric company’s equity capital was held to 
provide the company with sufficient net revenue, where its capitalization 
showed only 37.3 per cent of total capitalization to be represented in equity 
funds, with 62.7 per cent constituting long-term debt, p. 75. 


Rates, § 303 — Fuel adjustment clause — Wholesale rates. 


3. Incorporation of a fuel adjustment charge, based on variations in cost of 
oil, in general industrial rate schedules and rate schedules applicable to 
wholesale power deliveries to municipalities and REA codperatives for re- 
sale, was authorized, p. 77. 

69 74PURNS 





GEORGIA PUBLIC SERVICE COMMISSION 


Rates, § 303 — Inflation adjustment clause — Retail rates. 
4. Authority to incorporate an inflation adjustment clause in general resi- 
dential and commercial rate schedules, based on increases in the cost of oil 
above a specified base price, was denied on the ground that this would con- 
fuse retail ratepayers as to the basis of the charges or as to the relative 
level of bills for service when one month is compared to the other, but a 
flat 10 per cent upward adjustment was made to compensate for higher fuel 


costs, p. 77. 


Rates, § 367 — Wholesale electric rates — Discrimination in retail rates. 
5. It is not equitable to provide a new scale of wholesale rates for power 
deliveries to municipalities and cooperative associations for distribution and 
resale which would require these distributors to increase their retail rates 
more than the electric company proposes to raise its own retail rates, p. 79, 


APPEARANCES: For the Georgia 
Power and Light Company: T. Guy 
Connell, Counsel; L. E. Pedrick, 
Counsel ; A. B. Conger, Counsel ; E. I. 
Rudd; A. C. Herron; E. C. Rees; and 
J. W. Lastinger. 

For wholesale municipal consum- 
ers: Adrian B. Rosser, Cairo (City 
Manager) ; W. A. Walker, Jr., Cairo, 
Mayor pro tem; John W. Walker, 
Cairo, Superintendent of Power; Guy 
D. Nicholson, Cairo; W. O. McMan- 
us, Cairo, Superintendent, Light Com- 
mission; Judge Ira Carlisle, Cairo, 
Chamber of Commerce; Billy Mayo, 
Cairo, Joseph Campbell Company; 
Clayton Baker, Cairo, City Attorney ; 
Edward Parrish, Adel, City Attorney ; 
John W. Lipsey, Adel, Councilman; 
William J. McCranie, Adel, Council- 
man; W. H. Long, Quitman, City At- 
torney; Rufus Bruce, Quitman, City 
Manager; J. J. Davis, Quitman, City 
Commissioner; and R. A. McCranie, 
Quitman. 

For the wholesale REA consumers : 
Robert D. Tisinger, Attorney, Ga., 
EMC; Lewis Gorrin, REA, Washing- 
ton, D. C.; Waldo DeLoach, Colquitt 
County REA, Moultrie; H. S. Glenn, 
Manager, Colquitt County REA, 
Moultrie; E. P. Stapleton, Three 
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Notch EMC, Donalsonville; Arthur 
B. Reynolds, Manager, Three Notch 
REA, Donalsonville; Ben Willough- 
by, Clinch County REA, Homerville; 
D. M. Hughes, Member Board Clinch 
County REA, Homerville; N. W. 
Stanfill, Manager, Grady County 
REA, Cairo; G. G. Thomas, Presi- 
dent Board of Directors, Grady Coun- 
ty REA, Cairo; Pete J. Gibson, Man- 
ager, Ga. 92 Brantley REA, Nahun- 
ta; Walter Harrison, Regional Direc- 
tor, National REA Co-operative As- 
sociation, Millen; G. S. Mason, Di- 
rector, Georgia EMC, Hartwell; Wil- 
ford B. Smith, Satilla EMC, Alma; 
Schley Moore, Manager, Washington 
County REA, Sandersville; Ernest G. 
Smith, Manager, Mitchell County 
REA, Camilla; Bob Armstrong, Jack- 
son; Nat N. Bennett, President Ga. 
EMC; Colonel S. P. Cain, Grady 
County EMC, Cairo; G. P. Thomas, 
President, Grady County EMC, Cairo; 
George W. Howell, Vice President, 
Grady County EMC, Cairo; H. L. 
Davis, Secretary-Treasurer, Grady 
County EMC, Cairo; T. A. Carlton, 
Director, Grady County EMC, Cairo; 
and S. P. Perkins, Director, Grady 
County EMC, Cairo. 

Q. L. 


For all other consumers: 
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Garrett, City Attorney, Waycross; EI- 
liott Yarbrough, Mayor, Waycross; 
¢. C. Rogers, Nahunta; L. A. Har- 
graves, Pearson; Downing Musgrove, 
Homerville; R. A. Griffin, Mayor, 
Bainbridge; J. B. Copeland, Valdos- 
ta; J. E. Mathis, Valdosta; A. L. Ball, 
City Commissioner, Waycross; Ralph 
Herrin, City Commissioner, Way- 
cross; S. L. Ruff, City Commissioner, 
Waycross; L. V. Beam, City Mana- 
ger, Waycross; B. C. Hayes, Colquitt ; 
Julian Webb, City Attorney, Donal- 
snville; E. P. Stapleton, Mayor, 
Donalsonville; C. L. Drake, Mayor, 
Iron City; J. W. Barwick, represent- 
ing Coolidge, Barwick, Pavo, Boston; 
Ray Allender, Valdosta; Robert 
Thomas, Mayor, Patterson; Dr. Fos- 
ter O’Quinn, Councilman, Patterson; 
P. E. Shingler, City Councilman, 
Donalsonville; Leon Barber, City 
Cougcilman, Donalsonville; Dr. C. N. 
Berkley, Donalsonville; and Lee Pur- 
dom, Blackshear, City Attorney 
(Blackshear and Patterson); Dr. H. 
H. McGregor, Blackshear ; O. S. Wil- 
liams, Blackshear; and W. H. Kim- 
ball, Blackshear. 

For the Commission: N. Knowles 
Davis, Chief Engineer; R. B. Alford, 
Service Engineer; and Henry H. Ca- 
baniss, Auditor. 


By the CoMMISSION : 
2, 1948, the Georgia Power and Light 
Company filed an application with this 
Commission, supplemented by certain 
exhibits attached thereto, requesting 
authority to revise Residential Rate 


On January 


Schedule D-1, Commercial Rate 
Schedules C-1, C-2, H-2, and H-3, 
Residential Water Heating Rate 
Schedule H-1, Small Power Rates P- 
land P-3, Refrigeration and Ice Man- 


ufacturing Rate P—5, Municipal Serv- 
ice Rate M-4, and the Rural Co- 
Operative Association Rate Schedule 
M-5. 

This matter was duly assigned for 
hearing before the Georgia Public 
Service Commission on February 17, 
1948, when the Georgia Power and 
Light Company, at the direction of 
the Commission, caused notice of the 
time, place and purpose of the hearing 
to be published in the manner specified 
by the Commission. Later, at the re- 
quest of numerous interested parties, 
this matter was postponed and reas- 
signed for hearing on March 24, 1948, 
when it came on to be heard, and all 
interested parties were given full op- 
portunity to give testimony and ex- 
amine witnesses. 

The application states that on No- 
vember 21, 1947, the Georgia Power 
and Light Company, because of the 
urgency of the condition brought 
about by the unprecedented increases 
in operating and maintenance costs, 
had filed an application with this Com- 
mission, seeking immediate relief 
through a revision of its large power 
and wholesale power rates. The peti- 
tion states further that it was apparent 
to the company at that time that the 
entire rate structure would have to be 
revised, but that the company felt that 
it would be advantageous to dispose 
of the wholesale power rate application 
before giving consideration to the ad- 
justments required in the various rates 
having wide application. That appli- 
cation is treated in a separate opinion 
and order issued this date under Dock- 
et No. 8823—A, 74 PUR NS ante, p. 
65. 

The company, during the course of 
the hearing, alleged that because of the 

74PURNS 





GEORGIA PUBLIC SERVICE COMMISSION 


drastic increases in cost of its opera- 
tion, particularly the increase in cost 
of fuel oil, it has sustained serious re- 
duction in net income. The company 
introduced various studies in the form 
of exhibits, requests, and charts that 
were intended to show the effect of the 
conditions referred to on the com- 
pany’s net income, and to prove that 
the adjustments and increases sought 
were necessary. The company’s ap- 
plication was predicated on a need of 
additional revenues to pay current op- 
erating costs and to provide a reason- 
able return. The record discloses that 
the company has reinvested its net in- 
come in facilities to improve service 
and construct additional electric facili- 
ties to provide for the growth of its 
business. 

Actual results of the twelve months’ 
operation for the year ending Novem- 
ber 30, 1946, and the year ending No- 
vember 30, 1947, were introduced by 
the company in support of the petition. 
The company also submitted studies 
of the actual operations adjusted to re- 
flect what the results of the company’s 
operations would have been if current 
maintenance and operating costs had 
prevailed through the twelve-month 
period under consideration. 

The company attached to its petition 
a schedule of adjustments in its exist- 
ing rate schedules. The company pro- 
posed to add an inflation adjustment 
clause in its Domestic D~-1 and Com- 
mercial Rate Schedules C-1, C-2, H- 
2, and H-3 based on the price of fuel 
oil, f.o.b. Port Tampa under which the 
cost of electric service to the consumer 
would be increased 1 per cent for each 
4 per cent increase in the quoted price 
of fuel oil above $2 per barrel. The 
percentage applicable in any month 
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would be computed using the price in 
effect thirty days prior to the rendi- 
tion of the bill. The company pro- 
posed to increase the price of domestic 
water heating, under Schedule H-1, 
from one cent per kilowatt hour to 1} 
cents per kilowatt hour net. 

The proposed adjustment in the 
Power Rates P—1, P—3, and P—5, Mu- 
nicipal Rate M—4 and Rural Codpera- 
tive Rate M—5 is to add the fuel clause 
now incorporated in the company’s 
purchased power contract. This is an 
adjustment of $0.00015 (15/100 of a 
mill) for each 5-cent increase or de- 
crease in the quoted price of fuel oil 
above $1.05 or below 90 cents per bar- 
rel f. o. b. Port Tampa. 

At the hearing, Mr. J. F. Bailey, 
president of the company, testified that 
the records of the company’s plant in- 
vestment had been revised after ex- 
haustive study by the company and the 
Federal Power Commission to reflect 
the original cost of the company’s 
properties as of January 1, 1937, and 
that all additions to plant since that 
date had been made at actual cost. He 
also stated that the company had estab- 
lished a continuing property record 
system in 1938 at the request of the 
Commission which has been used con- 
tinuously since that date. 

Mr. Bailey testified that the rate 
paid by the Georgia Power and Light 
Company to the Florida Power Cor- 
poration for electric energy had been 
accepted by the Federal Power Com- 
mission after careful study and review. 
In the determination of a fair and rea- 
sonable rate for this service, he stated 
that the Florida Power Corporation 
had retained the services of Leffler 
and Company, independent consulting 
engineers, who prepared a detailed 
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cost-to-serve study which was used in 
the final development of the rate. 

In regard to increased costs, Mr. 
Bailey testified that the cost of oil per 
barrel, f.o.b. Port Tampa, had in- 
creased from $1.73 per barrel to $2.86 
per barrel during the year 1947, an in- 
crease of 117 per cent, and that the 
cost of fuel oil had increased 66 per 
cent since November 1, 1947. 

Mr. Bailey alleged that the company 
was without funds because of this pre- 
carious operating condition, and had 
at the time an unpaid bill due for pow- 
er purchased by the company in excess 
of $425,000. He further alleged the 
company could not continue to operate 
without the relief sought, that it could 
not sell equity securities, and that the 
parent company was no longer in a 
position to continue financing the 
Georgia Power and Light Company’s 
requirements. He stated that it was 
not the desire of the company to dis- 
turb the basic rates, but rather to find 
an equitable means of recovering the 
increased costs which were now bur- 
dening the company. 

Mr. O. S. Vogel, company witness, 
testified in regard to the company’s 
operations and earning requirement 
and presented exhibits setting forth the 
original cost of the company’s prop- 
erties and working capital require- 
ments. The record discloses that the 
company established its original cost 
as of January 1, 1937, and has main- 
tained its books on that basis since 
that date. Mr. Vogel presented ex- 
hibits showing monthly average bal- 
ance of materials and supplies for the 
12-month period ending November 30, 
1947, and testified that the increase in 
prices and rapid growth in the com- 
pany’s business would increase cost of 


such requirements in the future. The 
witness testified and presented an ex- 
hibit showing the monthly cash bal- 
ances for the twelve months ending 
November 30, 1947, together with an 
exhibit of the company’s estimate of 
its anticipated cash requirements for 
each month for year 1948. The wit- 
ness also presented another exhibit 
showing the comparative average 
monthly cash requirements as com- 
puted for the year 1948 and 
for the year 1947, based on rel- 
ative operating expenses incurred 
during those periods. He also stated 
that it was the company’s practice to 
maintain a cash balance of at least 
$250,000, and that they often did so 
by withholding payment of invoices. 

Mr. Vogel presented an earnings. 
statement showing the actual net in- 
come of the company for the year end- 
ing November 30, 1947, together with 
a computation of what the income 
would have been if the operating costs 
had been at the present level through- 
out the period. These figures were 
then related to an investment figure 
to show the per cent return earned and 
what it would have been at the present 
operating cost level. The witness also 
presented an exhibit showing the 
amount of revenue required to earn 6 
per cent net on gross investment with 
a credit to operating expenses equal to 
3 per cent of the depreciation reserve 
accrued through charges to operating 
expenses. 

Mr. Robert D. Tisinger, counsel for 
the affected REA Codperatives, de- 
veloped through cross-examination of 
REA witnesses the extent of the bur- 
den which would be placed on the co- 
Sperative organizations if the fuel ad- 
justment clause requested by the com- 
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pany were authorized. In addition to 
showing the amount by which the cost 
of power would be increased to the in- 
dividual electric membership corpora- 
tions, he further developed the serious 
effect the proposed increased cost 
would have on the earnings of the in- 
dividual codperative organizations. 
Witnesses for the codperatives alleged 
that if the proposed increase were 
authorized it would seriously cur- 
tail, if not completely stop further 
development of rural areas by the 
REA. 

Mr. R. C. Bruce, city manager of 
Quitman, testified as to the effect of 
the company’s proposal on cost of pow- 
er purchased at wholesale by Quitman 
and developed the fact that if the full 
increase requested were granted it 


would be necessary to not only pass on 
the full amount of fuel adjustment to 
the large consumers served by the city, 


but also to increase all retail rates ap- 
proximately 23 per cent to offset the 
added cost of power to the city while 
the company proposed to increase 
its own retail rates only 10.75 per 
cent. 

Mr. Robert A. McCranie, general 
manager of Quitman Mills, Inc., testi- 
fied at length as to the substantial in- 
crease (51 per cent) in cost of power 
to his mill, based on the increases 
sought by the company. He alleged 
that the increase would affect his com- 
petitive position and might require the 
mill to locate elsewhere. He further 
stated that the mill had experienced 
numerous interruptions in service and 
presented voltage charts to show the 
poor voltage regulation on service pro- 
vided to the mill. With respect to the 
character of service provided, the 
Commission is instructing its service 
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engineer to investigate the service ren- 
dered and make recommendations as 
to required improvement. 

Mr. Ray Allender, representing 
several cities served by the company at 
retail, conducted extensive cross-ex. 
amination of company witnesses on 
plant value, rate base, and other rele- 
vant items entering into the determi- 
nation of necessary earnings. 

Considerable cross-examination of 
company witnesses was conducted 
dealing with the availability of power 
from other sources. Although it was 
developed that power flowed from the 
Georgia Power Company system into 
the Georgia Power and Light Com- 
pany system at Barneyville it was fur- 
ther brought out that approximately 
equal quantities of power were de- 
livered to The Southern Company's 
integrated system as was received 
therefrom during 1947 when all points 
of delivery were taken into account. 
A company witness testified that the 
Georgia Power and Light Company 
had unsuccessfully endeavored to ob- 
tain firm power deliveries from Geor- 
gia Power Company or from The 
Southern Company’s system, and the 
near power shortage experienced on 
this system on February 11, 1948, 
seems to substantiate the fact that 
there is no firm power available for 
delivery to the south Georgia area. 

Before considering what specific 
changes should be made in the rate 
schedules and the revenue effect there- 
of, it is first necessary to determine 
the required net revenue or earning 
requirement as compared to the pres- 
ent net revenue of the company in or- 
der to ascertain the amount of revenue 
increase to provide a reasonable rate 
of return. The capitalization of the 
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Georgia Power and Light Company as 
of December 31, 1947 is shown below, 
together with the interest or dividend 


Class of Securities 
First Mortgage Bonds 
First Mortgage Bonds 
Common Stock, including Surplus 


[1, 2] While it might appear that an 
earning rate of 8 per cent on the com- 
mon stock and surplus is higher than 
necessary, it must be borne in mind 
that under the above capitalization 
only 37.3 per cent of the total capitali- 
zation is represented in equity funds 
with 62.7 per cent constituting long- 
term debt. With this relatively high 
ratio of debt money, it is necessary to 
provide a higher rate of return on the 
equity capital than would be required 
if the equity funds represented a larger 
percentage of total capital structure. 
The average balance of the investment 
in plant and equipment during year 
1947 expressed at original cost when 
first devoted to public service was $5,- 
437,704, including $186,813 for ma- 
terials and supplies, and $127,705 for 
cash working capital. The amount al- 
lowed for materials and supplies was 
calculated by taking the monthly aver- 
age for the year 1947 and the amount 
allowed for cash working capital was 
calculated by taking forty-five days of 
operating expenses (less purchased 
power, depreciation, and tax expense) 
plus fifteen days of purchased power 
expense. The average depreciation re- 
serve for the year, using year-end bal- 
ances, was $937,863, of which the 
company alleges $364,183 was credit- 
ed to reserve by a charge to surplus 
and not accumulated through operat- 
ing expense charges. The remaining 


rates applicable or considered adequate 
and the resulting net revenue require- 
ment of the company: 
Annual 
Requirement 
$72,750 


33,750 
163,301 


$269,801 


Principal Amt. 
or Book Value 


2,035,756 
$5,460,756 


average depreciation reserve balance 
would be $573,680. 

The net investment of the company 
based on the actual average deprecia- 
tion reserve balance is $4,499,841, and 
based on the balance allegedly accrued 
from operating expenses is $4,864,- 
024. The earning requirement out- 
lined above of $269,801 represents a 
return of 6 per cent on the net invest- 
ment, based on the actual depreciation 
reserve on the books of the company 
and is 5.55 per cent of the net invest- 
ment based on the depreciation reserve 
accumulated through operating ex- 
pense charges. These rates of return 
do not appear excessive and yet seem 
adequate in the light of the two bases 
on which they are computed. Further- 
more, an 8 per cent return on equity 
capital for the capitalization of the 
Georgia Power and Light Company 
in addition to interest requirements on 
long-term debt would appear to pro- 
vide the company with sufficient net 
revenue. 

The income statement shown below 
sets forth the actual revenues received 
and expenses incurred by the company 
during the year 1947 with adjust- 
ments (1) to give effect to the fuel ad- 
justment clause in the purchase power 
contract based on the present cost of 
fuel oil of $2.86 per barrel; (2) to take 
into account increased revenues to the 
company resulting from the fuel ad- 
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justment clause now in effect in cer- 
tain rate schedules based on the same 
price of fuel oil; (3) to reclassify non- 
operating revenue as electric revenue 
the receipts from the sale of electric 
energy to leased ice plants; (4) to re- 
flect increased cost of operation due to 


Operating Revenues 
Operating Expense 
Production 
Steam 
Hydro 
Purchased Power 
Transmission 
Distribution 
Accounting 
Sales 
Adm. and General 


Depreciation 


Total Operating Expenses 


Net before Taxes 
Taxes other than Income 


Net before Income Taxes 
Income Taxes 


$201,856 


increases in wages and material costs 
occurring during the year; (5) to 
eliminate expenses incurred in connec. 
tion with the Valdosta franchise ref. 
erendum as nonrecurring expenses, 
and (6) to include increased ad valo- 
rem and franchise taxes. 


1947 Pro Forma 
Actual Adjustments Present Rates 


65,524* 
$2,341,618 26,891 # $2,434,033 


317,033 
27,236 


(21,411) 


229,279 


9,100 169,166 


"60,113 


(97,800) 
$60,113 


*—Reclassification of revenue from sale of electric energy to leased ice plants. 
#—Recovery of added fuel cost from certain industrial consumers. 


It will be noted from the above table 
that the actual net revenue of the 
Georgia Power and Light Company 
for the year 1947 was $201,856 and 
the adjustments shown and described 
above indicate that the net revenue of 
the company in 1947 would have 
been $60,113, based on the current 
price of $2.86 per gallon for fuel oil 
used in the generation of electric pow- 
e1 and the other adjustments indi- 
cated. Additional net revenue in the 
amount of $209,688 over and above 
the pro forma earnings of $60,113 is 
required to provide a total of $269,801 
calculated as the earning requirement. 
It is necessary to provide increases in 
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gross revenue more than this amount 
for the reason that increased tax ex- 
pense must be provided for. The three 
items of tax expense to be taken into 
account are the 34 per cent Federal 
electric energy gross receipts tax on 
increased revenues from residential 
and commercial sales, the 38 per cent 
Federal income tax on taxable net in- 
come and the 5} state of Georgia in- 
come tax on taxable net income. In 
making this calculation, however, the 
Federal income tax payment is de- 
ductible before determining taxable net 
income for state income tax purposes 
and the state income tax payment is 
deductible in determining the taxable 
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net income for Federal income tax 
purposes. The net tax cost, giving 
consideration to these offsetting de- 
ductions, is 40.16 per cent of taxable 
net income for both Federal and state 
income taxes. The following con- 


Operating Revenues 
Operating Expenses 
Depreciation Expense 
General Taxes 
Income Taxes 


Total Revenue Deductions 


Net Revenue 


densed income statement sets forth the 
required increased gross revenues to 
provide for these increased taxes and 
to increase net revenues sufficient to 
yield the calculated earning require- 
ment. 
Adjusted 


Earnings 
Present Rates 


Required 
Increase 


$326,020 


Required 
Earnings 
$2,760,053 
2,064,594 
40,160 
175,903 
109,595 


$2,490,252 
$269,801 


140,160 
169,166 


6,737# 
109'595# 


$116,332 
$209,688 


$2,373,920 


*_34% Federal Electric Energy tax on increased residential and commercial revenue. 
#—Federal and State Income Taxes at 40.16% of taxable net income after deducting $106,500 


bond interest. 


[3,4] The Georgia Power & Light 
Company requests authorization to in- 
corporate a fuel adjustment charge in 
its general industrial rate schedules as 
well as in the rates applicable to whole- 
sale power deliveries to municipalities 
and REA Coéperatives for resale. The 
proposed fuel adjustment charge is 
0.015 cent (15/1000 cent) per kilo- 
watt hour for each 5-cent per barrel 
increase in the price of fuel oil f.o.b. 
Port Tampa, Florida, above $1.05 
per barrel. According to the testi- 
mony in the case, the current cost of 
fuel oil is approximately $2.86 per 
barrel which represents 36 whole 5- 
cent increases and would produce a 
current fuel adjustment charge of 0.54 
cent per kilowatt hour. In order to 
verify the reasonableness of this fuel 
adjustment charge, since it would rep- 
resent a substantial increase in the 
above rates of the Georgia Power and 
Light Company, an analysis of the 
power supply and cost of production 
on the Florida Power Corporation 
system has been made by the Commis- 


sion’s staff. The total sales on the 
Florida Power Corporation System, 
including sales to the Georgia Power 
and Light Company, in the year 1947, 
was 671,143,667 kilowatt hours, and 
adding thereto other energy account- 
ed for as company use, ice plant use, 
and deliveries to leased ice plants, the 
total energy accounted for is 679,293,- 
750 kilowatt hours in 1947. During 
the year, Florida Power Corporation 
consumed 1,788,547 barrels of fuel oil 
in the generation of electric power at 
all of its steam plants. Dividing the 
latter figure into the total deliveries of 
electric power, it is found that 379.80 
kilowatt hours weredelivered per bar- 
rel of fuel oil consumed. Since the 
fuel adjustment charge is calculated on 
5-cents per barrel cost increment steps, ~ 
it is necessary to divide the deliveries 
of 379.80 kilowatt hours into 5 cents 
to determine the increased cost per 
kilowatt hour delivered for each 5- 
cent change in the cost of oil. This 
results in a fuel adjustment factor of 
approximately 0.013 cent per kilo- 
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watt hour delivered for each 5 cents 
per barrel variation in the fuel oil 
price. 

This fuel adjustment factor appears 
reasonable and adequate and will be 
prescribed. 


Residential and Commercial Rate 
Schedules 


The company requests authority to 
incorporate an inflation adjustment 
clause in its general residential and 
commercial rate schedules which 
would provide for an adjustment in 
the rate of 1 per cent for each 4 per 
cent increase in the cost of oil above 
a base price of $2 per barrel. This in- 
flation adjustment clause would in- 
crease the general residential and com- 
mercial rate schedules 10.75 per cent 
above their present level based on the 
current fuel oil cost of $2.86 per bar- 
rel f.o.b. Port Tampa, Florida. 


It is apparent that the application 
of the proposed inflation clause would 
result in variations in the retail rate 
schedules of the company from month 
to month if the cost of oil should fluc- 


tuate from time to time. The record 
indicates that the cost of oil has varied 
recently over a wide range, and it is 
questionable whether the so-called re- 
tail rates of a utility should be in a 
continuing state of flux as a result of 
the application of an inflation clause 
of fuel adjustment factor. It has been 
customary in many jurisdictions to in- 
corporate an adjustment for cost of 
fuel in the general wholesale and in- 
dustrial rate schedules, but it is cer- 
tainly unusual to find adjustment fac- 
tors based on fuel cost contained in 
retail rates of public utilities. It 
is believed that to incorporate such a 
factor in the retail rates of the com- 
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pany would confuse the ratepayers as 
to the basis of the charges for service 
or as to the relative levels of bills for 
service when one month is compared 
to another. For these reasons a flat 
10 per cent upward adjustment will be 
made in the general residential and 
commercial rate schedules and this ad- 
justment will be reviewed from time 
to time by the Commission to see if it 
should be revised downward as a re- 
sult of lower cost of fuel oil in the 
future. The base rate will not be re- 
vised but this order will authorize the 
addition of a 10 per cent surcharge to 
the calculated gross bill and a 10 per 
cent surcharge to the calculated net 
bill under the present rates to com- 
pensate the company for the added 
costs of fuel in the generation of elec- 
tric power for the utilization of retail 
consumers. 


Water Heating Rate Schedule 


The application of the company re- 
quests authority to increase its water 
heating rate from 1.0 cents (net) per 
kilowatt hour to 1.5 cent (net) per 
kilowatt hour or an increase of 50 per 
cent. Due to the substantial lower 
level of the rate for water heating 
service, there is merit in a larger per- 
centage increase in this rate than in 
the retail rates which provide a higher 
revenue per kilowatt hour sold. How- 
ever, cost of electric water heating 
would be rather drastically increased 
if the Commission should authorize 
an increase in the rate of as much as 
50 per cent which would, of course, 
increase the total charges for any 
amount of service over the minimum 
bill by a like percentage. Under the 
circumstances, it is the opinion of the 
Commission that the water heating 
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rate should not be increased at this 


time more than 25 per cent and this 


order will authorize a revised water 
heating rate of 1.25 cents (net) per 
kilowatt hour. 


Wholesale Rate Schedules 


The company requested authority to 
incorporate a fuel adjustment charge 
in all wholesale rate schedules for pow- 
er deliveries including deliveries to 
municipalities and REA cooperatives 
for distribution and resale. 

With respect to the general whole- 
sale power rates, the request of the 
company would provide for an in- 
crease of 0.54 cent per kilowatt hour 
in the present rates paid, based on the 
current cost of oil of $2.86 per barrel, 
and the application of the proposed 
fuel adjustment charge of 0.015 cent 
per kilowatt hour for each 5-cent in- 
crease in the cost of fuel oil above 
$1.05 per barrel. As determined here- 
inabove, a fuel adjustment clause of 
0.013 cent per kilowatt hour for each 
5-cent increase in cost of fuel oil ap- 
pears reasonable and adequate. This 
order will, therefore, provide such a 
fuel adjustment clause to be incorpo- 
rated in the general power rate sched- 
ules of the company. This will pro- 
duce an adjustment of 0.468 cent per 
kilowatt hour based on $2.86 oil in 
lieu of the adjustment proposed by the 
company of 0.54 cent per kilowatt 
hour. 

[5] With reference to the rates ap- 
plicable to the wholesale purchase of 
power by municipalities and REA co- 
éperatives for resale, it was developed 
by a witness for the city of Quitman 
that an increase of 0.54 cent per kilo- 
watt hour in the wholesale rates would 
require an increase in the retail rates 
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charged ultimate consumers of some 
20 per cent to 25 per cent to offset the 
amount of increase in the wholesale 
rate on which the power was pur- 
chased. It does not appear equitable 
to provide a new scale of rates which 
would require the municipalities and 
REA codéperatives to increase their re- 
tail rates any more than the company 
proposes to raise its own retail rates. 
While it is not within the purview of 
the Commission to decide whether the 
REA codperatives or the municipali- 
ties should or should not pass on the 
increased cost of power to the ultimate 
consumer, it seems clear that equity 
requires that the effect of the increased 
cost of wholesale power if passed on 
to the ultimate consumer should.be no 
more than the increased cost of power 
to the ultimate consumer served direct- 
ly by the company. While the Com- 
mission has no records with respect 
to the retail rates charged by all the 
municipalities and REA cooperatives, 
it appears from the testimony de- 
veloped at the hearing that an increase 
slightly less than half of that requested 
as a fuel adjustment clause in the 
wholesale for resale rates would be ap- 
proximately equivalent to the 10 per 
cent increase herein authorized in the 
retail rates of the Georgia Power and 
Light Company. This order will, 
therefore, provide for an over-all in- 
crease approximately one-half of that 
proposed by the company for this class 
of service. 

It appears that the fuel adjustment 
factor on a per kilowatt hour basis 
should be uniform in all of the rate 
schedules of the company, viz., 0.013 
cent per kilowatt hour for each 5- 
cent per barrel variation in the price 
of fuel oil. In order, therefore, to ac- 
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complish the results herein indicated to. 
be equitable, this fuel adjustment fac- 
tor will become operative on the 
wholesale for resale rate schedules for 
costs of fuel oil in excess of $1.85 per 
barrel. The current cost of oil of $2.- 
86 per barrel is twenty 5-cent steps 
above this base price of $1.85 per bar- 
rel, which, at the factor of 0.013 cent 
per kilowatt hour per 5-cent step, re- 
sults in an over-all added fuel charge 
of 0.26 cent per kilowatt hour based 
on the current price of oil. 

As stated above, rates charged the 
four largest industrial consumers of 
the company were the subject of a 
separate application of the company 
under Docket No. 8823—A and a sep- 
arate opinion and order of the Com- 


Class of Service 


Residential 
Commercial—All Schedules 
Residential & Commercial 
Water Heating 
Large Power 
Grist Mills 
Refrigeration & Ice Mfg. ...........eceeeee 
Wholesale Municipal 
RE SRIRAM, 5 anceanskoarinathnne snes 
Attapulgus Clay Co.* 
S. E. Pipe Line Co.* 
Strickland Cotton Mills* 
A. C. L. Railroad Shops* 


*—Authorization under Docket No. 8823-A. 


After careful consideration of this 
matter it is the opinion of the Com- 
mission that the company requires re- 
lief from the situation resulting from 
the very substantial and material in- 


mission decided this date, 74 PUR NS 
ante, p. 65 deals with that application, 
It is to be noted that the same fuel 
adjustment factor is prescribed in 
those rates. 


Summary of Rate Schedule 
Adjustments 


The following tabulation sets forth 
the effect of the rate adjustments here- 
in authorized as compared to the ad- 
justments requested in the company’s 
application. By way of summary there 
is also shown the effect of the added 
fuel clause to the rates considered un- 
der Docket No. 8823-A in order to 
show the full effect of all rate revi- 
sions made as a result of the two ap- 
plications of the company: 

Amount of 


Increase 
Authorized 


$69,654 
75,081 


25,441 


Increased 
Rate 
Authorization 
10% 
10% 


0.25¢/kw. hr. 
0.468¢/kw. hr. 
0.468¢/kw. hr. 
0.468¢/kw. hr. 
0.26¢/kw. 
0.26¢/kw. hr. 
(0.072¢)/kw. hr. 
(0.072¢)/kw. hr. 
0.468¢ kw. hr. 
0.468¢ kw. hr. 


Requested 
$74,878 
80,712 





$327,914 $442,295 


creases in the cost of fuel oil used in 
the generation of electric power, and 
that the rates authorized herein are 
adequate to provide such relief. 
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City of Akron 


Vv 


Public Utilities Commission et al. 


No. 31247 
149 Ohio St 347, 78 NE2d 890 
April 7, 1948 


PPEAL from Commission order requiring natural gas cur- 
tailment during emergency; affirmed. 


Municipalities § 9 — Powers — Contract for utility service. 

1. By virtue of the authority conferred by § 4, Article XVIII of the Con- 
stitution of Ohio, which provides in part that “any municipality may acquire, 
construct, own, lease, and operate within or without its corporate limits, any 
public utility the product or service of which is or is to be supplied to the 
municipality or its inhabitants, and may contract with others for any such 
product or service,” municipalities are empowered to operate their own utili- 
ties or secure by contract the product or service of other utilities, p. 85. 


Municipalities, § 9 — Proprietary powers — Contract for utility service. 

2. A contract between a municipality and a privately owned public utility, 
entered into by virtue of authority conferred by § 4 of Article XVIII of 
the Constitution of Ohio, is entered into by such municipality in a proprie- 
tary capacity, and in such capacity the municipality possesses the same rights 
and powers and is subject to the same restrictions and regulations as other 
like proprietors. Travelers’ Ins. Co. of Hartford v. Wadsworth (1924) 
109 Ohio St 440, 142 NE 900, 33 ALR 711, and State ex rel. White v. Cleve- 
land (1932) 125 Ohio St 230, 181 NE 24, 86 ALR 1172, approved and fol- 
lowed, p. 85. 


Contracts, § 1 — State powers — Public welfare. 

3. All contracts are subject to the paramount rights of the public, and all 
contracts the subject matter of which involves the public welfare will have 
read into them with the same force and effect, as if expressed in clear definite 
terms, all valid public regulations then existing or thereafter enacted, essen- 
tial for the promotion of the health, safety, and welfare of the people. The 
authority of the state to exercise its general police power must be recognized 
as an implied condition of any such contract, p. 85. 


Constitutional law, § 24 — State powers — Impairment of contract obligations. 
4. The provisions of the state and Federal Constitutions, inhibiting laws im- 
pairing the obligation of contract, do not affect the power of the state to 
protect the public health or the public safety. The rights and privileges 
arising from contract are subject to regulations for the purposes stated in 
the same sense and to the same extent as is property owned by natural per- 
sons or by corporations, p. 85. 
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Commissions, § 3 — Delegation of powers — Public utility regulation — Emer. 
gency rules and regulations. 

5. Section 614-32, General Code, which provides in part that “the [public 
utilities] Commission shall have power, when deemed by it necessary to pre. 
vent injury to the business or interests of the public or any public utility 
of this state in case of any emergency to be judged by the Commission, to 
temporarily alter, amend, or with the consent of the public utility concerned 
suspend any existing rates, schedules, or order relating to or affecting any 
public utility or part of any public utility in this state,” constitutes a valid 
delegation of the police power of the state by the General Assembly, and 
authorizes the Public Utilities Commission in emergency situations to adopt 
and promulgate temporary rules and regulations, affecting existing contracts 
of utilities, in the protection of the health, safety and welfare of the public, 
p. 85. 


Service, § 146 — Gas curtailment during emergency — Validity of order. 

6. A temporary and statewide order of the Public Utilities Commission, 
which is adopted and promulgated after a hearing and upon a finding that 
such order is essential to protect the health and safety of the people of the 
state because of a serious shortage of natural gas for consumption and use 
by Ohio consumers which shortage is due in part to greatly increased de- 
mands of consumers for gas to be used in space heating of homes and which 
order in part requires that “no distributing utility shall supply or be re- 
quired to supply natural gas service to any consumer, present or prospective, 
in the state of Ohio for equipment designed to furnish the source of space 
heating that replaces other fuels, or for additional space heating,” is a valid 
exercise of the police power of the state and binding on all parties to con- 
tracts for the sale and purchase of natural gas, whether municipalities, cor- 
porations, or individuals, p. 85. 


Headnotes by the Court. 


This appeal was perfected by the 
city of Akron (hereinafter referred to 
as the city), from an order of the 
Public Utilities Commission of Ohio 
made October 3, 1947, relating to the 
furnishing and sale of natural gas by 
natural gas companies throughout the 
state. The appellees are the Public 
Utilities Commission of Ohio and The 
East Ohio Gas Company, which com- 
pany serves the city and its residents 
and inhabitants, under a contract con- 
summated by the enactment of an or- 
dinance by the city and its acceptance 
in writing by The East Ohio Gas Com- 
pany on the 16th day of December 
1946, and which contract became ef- 
fective on the 2nd day of January, 
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1947, and under its terms continuing 
until November 15, 1950. 

The order appealed from includes 
certain emergency rules and regula- 
tions, one of the provisions thereof be- 
ing that “no distributing utility shall 
supply or be required to supply natural 
gas service to any consumer present 
or prospective in the state of Ohio for 
equipment designed to furnish the 
source of space heating that replaces 
other fuels, or for additional space- 
heating equipment.” 

Other provisions of the rules and 
regulations set forth certain exceptions 
which are not involved in this proceed- 
ing. 

The emergency order provides that 
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t should become effective forthwith 
and that a further public hearing of 
the matter should be held March 2, 
1948. 

The city, on behalf of itself and its 
inhabitants and residents, filed a mo- 
tion with the Public Utilities Commis- 
son asking that the order referred to 
ie dismissed so far as it purported to 
regulate the supply of gas to the city 
and its inhabitants, which motion the 
Commission overruled on October 30, 
1947. 

An application for a rehearing was 
denied. 

This appeal was thereafter perfected 
and is before this court on stipulations 
of fact and certain exhibits. 

The city’s appeal is based upon its 
daim, as stated in its notice of appeal, 
“that said order was unlawful and 
there was error in the proceedings and 
order of the Commission for the rea- 
son that the Public Utilities Commis- 
sion of Ohio does not have any ju- 
risdiction whatsoever to alter or amend 
a contract entered into between the 
public utilities and a municipality for 
the supply of natural gas to the said 
municipality and its inhabitants and 
residents where said franchise contract 
has been accepted in writing by the 
said public utility and has become ef- 
fective as a contract.” 


APPEARANCES: Roy E. Browne, 
Director of Law, Brouse, McDowell, 
May, Bierce & Wortman, and Charles 
R. Iden, all of Akron, for appellant 
city of Akron; Hugh S. Jenkins, At- 
torney General, and Harry G. Fitz- 
gerald, Jr., of Columbus, for appellee 
Public Utilities Commission; Jones, 
Day, Cockley & Reavis and Walter J. 
Milde all of Cleveland, and Bucking- 


ham, Doolittle & Burroughs, of Ak- 
ron, for appellee East Ohio Gas Co. 


MatruHias, J.: A single question 
of law is presented by this appeal: 
Has the Public Utilities Commission 
jurisdiction and authority to adopt 
and promulgate emergency rules and 
regulations which in effect suspend for 
a limited period the operation of cer- 
tain terms of a contract duly entered 
into by a municipality and a public 
utility for gas to be furnished to the 
inhabitants and residents of the mu- 
nicipality ? 

In the stipulations of fact, the city 
concedes that the supplemental emer- 
gency order of the Public Utilities 
Commission, issued in a proceeding 
entitled “In the Matter of the Investi- 
gation of the Supply of Natural Gas 
within the State of Ohio,” from which 
order this appeal is taken, was issued 
after notice to the public utilities af- 
fected and other interested parties and 
extensive hearings in which full op- 
portunity was afforded the city and 
other municipalities in Ohio and to 
the public utilities, which the order 
affects, to be present, introduce evi- 
dence and participate in the hearings. 

The city further concedes that the 
evidence submitted to the Commission 
clearly established that the supply of 
gas available, through the pipe lines 
of the natural gas companies operating 
in Ohio, with minor exceptions, will 
probably be insufficient during severe 
weather of the winter to meet in full 
the demands of consumers ; that short- 
ages affecting all classes of consumers 
are probable; that the probable short- 
age is due in large part to increased 
demands in recent years for natural 
gas principally for heating purposes, 

74 PUR NS 





OHIO SUPREME COURT 


plus the inability of the major pipe 
line companies to extend their facili- 
ties ; and that “the supplemental emer- 
gency order of October 3, 1947, is 
supported by the transcript of testi- 
mony in this case and is a reasonable 
and necessary regulation in the in- 
terests of the health, safety and wel- 
fare of the people of Ohio.” (Italics 
supplied. ) 

These stipulations completely elim- 
inate any controversy as to the reason- 
ableness and necessity of the emergen- 
cy order in question in the interest of 
the health, safety, and welfare of the 
people of Ohio. 

Notwithstanding such concession, 
the city contends that the supplemental 
emergency order of October 3, 1947, 
is unlawful, in that: 

1. It interferes with the contract in 
effect between The East Ohio Gas 


Company and the city, contrary to 
§ 4, Article XVIII of the Ohio Con- 
stitution, which authorizes such a con- 
tract. 


2. It impairs the obligation of such 
contract and is violative of § 10, 
Article I of the United States Con- 
stitution, and § 28 of Article II of 
the Ohio Constitution. 

3. It is not authorized by statute 
so far as the order has any application 
to alter, amend, or interfere with such 
contract. 

Various limitations and restrictions 
are required by the order of October 
3, 1947. The one particularly in- 
volved here is that “no distributing 
utility shall supply or be required to 
supply natural gas service to any con- 
sumer present or prospective in the 
‘state of Ohio for equipment designed 
to furnish the source of space heating 
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that replaces other fuels, or for addi- 
tional space-heating equipment.” 

The conditions which the Public 
Utilities Commission found necessj- 
tated the order in controversy were 
that “the unprecedented demand for 
gas and the inability of the utilities 
and their suppliers to provide facil- 
ities to make additional gas available 
to consumers in the state of Ohio has 
created an emergency affecting the 
health, safety and welfare of the people 
of the state of Ohio which will con- 
tinue to prevail at least during the 
coming winter 1947-1948.” 

The Commission stated in its order 
that the emergency making necessary 
its action arises in part from the in- 
ability to secure sufficient supplies of 
gas in the Ohio field and the noncom- 
pletion of transmission lines from oth- 
er fields. 

It is stated in the order of the Com- 
mission that “notwithstanding the re- 
strictions heretofore put into effect by 
the major utilities with the approval 
of the Commission, and the efforts of 
such utilities as hereinbefore set forth, 
and that further restrictions on the 
sale of natural gas for space heating 
are necessary, and that it is essential 
that such restrictions be applicable 
universally to all gas distributing util- 
ities dependent in whole or in part 
upon supplies of gas from others, and 
that such restrictions shall be of uni- 
form operation throughout the state of 
Ohio.” 

For the proper enforcement of the 
regulations prescribed by it, such or- 
der provides that “whenever evidence 
available to the utility reasonably indi- 
cates that any consumer has connected 
gas-fired space-heating equipment 
which is not under these rules eligible 
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for service from the utility’s gas serv- 
ice lines, the utility shall forthwith in 
writing direct such consumer to dis- 
connect such equipment and discon- 
tinue the use of such service, and if 
such consumer shall fail or refuse to 
do so within ten days, the utility shall 
discontinue the entire supply of natu- 
ral gas to such consumer and shall 
withhold such supply until such gas- 
fired space-heating equipment has been 
disconnected. To insure against re- 
connection of such _ space-heating 
equipment the utility, before re-estab- 
lishing service to such consumer, shall 
take such measures as may be deemed 
practicable and necessary to restrict 
the flow of gas to quantities required 
for other than space-heating purposes.” 

Such order provides further that 
“failure of any gas distributing utility 
to abide by and support the provisions 
of this order shall subject such utility 
and its responsible officers, agents and 
employees to the penalties provided 
by the Public Utilities Commission 
Act.” 

[1, 2] The contract between the 
city and The East Ohio Gas Company 
was entered into by virtue of authority 
conferred by § 4, Article X VIII of the 
state Constitution, which provides in 
part as follows : 

“Any municipality may acquire, con- 
struct, own, lease and operate within 
or without its corporate limits, any 
public utility the product or service of 
which is or is to be supplied to the mu- 
nicipality or its inhabitants, and may 
contract with others for any such prod- 
uct or service.” 

Obviously the primary purpose of 
that provision is to confer power upon 
municipalities to construct and operate 
their own utilities or secure by con- 
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tract the product or service of other 
utilities. 

The power thus conferred is essen- 
tially a propriety power, and it has 
been held in numerous cases that so 
far as a municipality acts in a proprie- 
tary capacity it possesses the same 
rights and powers and is subject to 
the same restrictions and regulations 
as other like proprietors. Butler, a 
Taxpayer, v. Karb, Mayor (1917) 96 
Ohio St 472, 117 NE 953; Travelers’ 
Ins. Co. of Hartford v. Wadsworth 
(1924) 109 Ohio St 440, 142 NE 
900, 33 ALR 711; State ex rel. White 
v. Cleveland (1932) 125 Ohio St 230, 
181 NE 24, 86 ALR 1172. 

[8-6] Because of the above-recited 
concessions made by the city, we have 
to determine only whether such con- 
tract is immune from a valid exercise 
of the police power of the state in the 
form of the emergency order adopted 
and promulgated by the Public Utili- 
ties Commission, or whether the emer- 
gency police power of the state may be 
exercised to temporarily suspend cer- 
tain rights and duties enumerated in 
such contract. 

It is to be observed that we are deal- 
ing with an emergency situation affect- 
ing the health, safety and welfare of 
the people of Ohio. The order of the 
Public Utilities Commission is gen- 
eral in its provisions and effective 
throughout the entire state. May it 
be nullified in the city by reason of the 
contract with The East Ohio Gas 
Company ? 

This question was answered by this 
court by dismissal of the appeal as of 
right in the case of Cleveland v. East 
Ohio Gas Co. 34 Ohio App 97, PUR 

1929E 29, 170 NE 586, upon finding 
no debatable constitutional question 
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was involved. East Ohio Gas Co. v. 
Cleveland (1930) 121 Ohio St 628, 
172 NE 379. See, also, County 
Comrs. of Franklin County v. Public 
Utilities Commission (1923) 107 
Ohio St 442, 140 NE 87, 30 ALR 
429. 

Upon principle and authority, the 
rule has become firmly established that 
all contracts are subject to the police 
power of the state and that when in 
an emergency the public welfare re- 
quires the modification of contractual 
provisions, the primary question pre- 
sented is not whether the power sought 
to be exercised, directly or indirectly, 
affects the contract, but whether the 
proposed action is reasonably essential 
in the interest of the public health, 
safety, morals, or welfare. 

It is stated in the text in 11 Ameri- 
can Jurisprudence, 978, § 251, that 


“the police power has been described 
as the law of necessity and as being 
coextensive with the necessities of the 
case and the safeguards of public in- 


terest. It is the power of self-protec- 
tion on the part of the community.” 
The authority of the state, with 
which we are dealing in this case, must 
be treated as an implied condition of 
any contract and as such it is as much 
a part of the contract as though writ- 
ten into it. The principle seems well 
established that when the parties are 
those whose rights and powers were 
created for public purposes and when 
the subject of the contract is one which 
affects the safety and welfare of the 
public, such contracts are held to be 
within the supervising power and con- 
trol of the legislature when exercised 
to protect the public safety, health, 
and morals, and that clause of the 
Federal Constitution which protects 
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contracts from legislative action can- 
not in every case be successfully in- 
voked. The presumption is that when 
such contracts are entered into it is 
with the knowledge that the parties 
cannot, by making agreements on sub- 
jects involving the rights of the public, 
withdraw such subjects from the po- 
lice power of the legislature. Chicago, 
B. & Q. R. Co. v. Nebraska ex rel. 
Omaha (1898) 170 US 57, 72, 42 L 
ed 948, 18 S Ct 513; East New York 
Savings Bank v. Hahn (1945) 326 
US 230, 90 L ed 34, 66 S Ct 69, 160 
ALR 1279; Steele, Hopkins & Mere- 
dith Co. v. Miller (1915) 92 Ohio St 
115, 124, 110 NE 648, LRA1916C 
1023, Ann Cas 1917C 926. 

The rule applicable is no better 
stated than in 8 Ohio Jurisprudence, 
379, § 264, as follows: 

“Government is based upon the 
proposition that certain inherent natu- 
ral rights of the individual must be 
surrendered for the common good of 
all. If this principle were not applied, 
government could not exist. Thus, 
while generally speaking, among the 
inalienable rights of a citizen is that 
of liberty of contract; such liberty is 
not absolute and universal. It is one 
of the prime essentials of the principles 
of public policy that freedom of con- 
tract and private dealings may be re- 
stricted by law for the good of the 
community. It is a corollary to this 
proposition that all contracts when 
made are subject to the paramount 
rights of the public, and that all con- 
tracts the subject matter of which in- 
volves the public welfare will have 
read into them with the same force and 
effect as if expressed in clear, and defi- 
nite terms, all public regulations then 
existing or thereafter to be enacted 
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which tend to the promotion of the 
health, order, convenience, and com- 
fort of the people and the prevention 
and punishment of injuries and offens- 
es to the public.” 

“The power ‘which in its various 
ramifications, is known as the police 
power, is an exercise of the sovereign 
right of the government to protect the 
general welfare of the people, 
and is paramount to any rights under 
contracts between individuals.’ ” East 
New York Savings Bank v. Hahn, 
supra [326 US at p. 232, 66 S Ct 
at p. 70], citing Manigault v. Springs 
(1905) 199 US 473, 50 L ed 274, 26 
S Ct 127; Marcus Brown Holding Co. 
v. Feldman (1921) 256 US 170, 65 
L ed 877, 41 S Ct 465. 

Following the above quotation in 
the Hahn Case the court added: 

“Once we are in this domain of the 
reserve power of a state we must re- 
spect the ‘wide discretion on the part 
of the legislature in determining what 
is and what is not necessary.’ ‘ 
So far as the constitutional issue is 
concerned, ‘the power of the state 
when otherwise justified,’ Marcus 
Brown Holding Co. v. Feldman, supra, 
256 US at p. 198, 65 L ed at p. 888, 
is not diminished because a private 
contract may be affected.” 

In the disposition of the instant 
case, we need to apply only the gen- 
eral principles which govern such situ- 
ation. These are set forth very clear- 
ly in 11 American Jurisprudence, 980 
and 1002, §§ 252 and 264. It is there 
stated, in substance, that the general 
principle arising from the applicable 
decisions cited is that emergency meas- 
ures may be valid although temporar- 
ily impairing the power to enforce con- 
tracts; that conditions may arise in 


which a temporary restraint of en- 
forcement of a contract may be con- 
sistent with the spirit and purpose of 
the constitutional provision forbidding 
the impairment of the obligation of 
contract and may thus be found to be 
within the range of the reserved power 
of a state to protect the vital interests 
of the community; and that the con- 
stitutional prohibition should not be 
so construed as to prevent limited and 
temporary interpositions with respect 
to the enforcement of the contracts if 
made necessary by urgent public needs 
produced by economic causes. 

It is specifically stated that “the po- 
lice power may be exercised without 
violating the true intent of the provi- 
sion forbidding impairment of the ob- 
ligation of contracts, in directly pre- 
venting by a temporary and condition- 
al restraint the immediate and literal 
enforcement of a contractual obliga- 
tion, where vital public interests would 
otherwise suffer.” 

The constitutional _ prohibition 
against state laws impairing the obli- 
gation of contracts does not affect the 
power of the state to protect the public 
health or the public safety, for rights 
and privileges arising from contracts 
are subject to regulations for the pur- 
pose stated, in the same sense and to 
the same extent as is property whether 
owned by natural persons or corpora- 
tions. 

It seems too obvious to require cita- 
tion of authority or extended comment 
upon the proposition that, where con- 
ditions of gas shortage give rise to a 
statewide emergency such as to compel 
the concession by the objecting party 
that the order of the Commission “is 
a reasonable and necessary regulation 
in the interest of health, safety, and 
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welfare of the people of Ohio,” the 
contention that the city and its in- 
habitants nevertheless are exempted 
from the operation and effect of such 
order is groundless. 

The court of appeals of New York 
in the case of Twentieth Century As- 
sociates v. Waldman (1945) 294 NY 
571, 63 NE2d 177, 162 ALR 197, 
held that contracts are subject to the 
police power of the state, and when 
emergency arises and public welfare 
requires modification of private con- 
tractual obligations in the public in- 
terest, the question is whether the legis- 
lation is addressed to a legitimate end 
and the measures taken are reason- 
able and appropriate to that end, rath- 
er than whether legislative action af- 
fects contracts incidentally, directly or 
indirectly. 

As stated in the case of Sligh v. 
Kirkwood (1915) 237 US 52, 59 L 
ed 835, 35 S Ct 501, 502, the police 
power “is not subject to definite limi- 
tations, but is coextensive with the 
necessities of the case and the safe- 
guards of public interest. . . . It 
embraces regulations designed to pro- 
mote public convenience or the gen- 
eral prosperity or welfare, as well as 
those specifically intended to promote 
the public health.” 

Undoubtedly the legislative branch 
of the state government may confer 
upon the Public Utilities Commission 
the powers here sought to be exercised. 
See § 624-3 et seq., General Code, and 
particularly §§ 614-3, 614-8, 614-15, 
614-27 and 614-32. The latter sec- 
tion provides in part as follows: 


“The Commission shall have power, 
when deemed by it necessary to pre- 
vent injury to the business or interests 
of the public or any public utility of 
this state in case of any emergency to 
be judged by the Commission, to tem- 
porarily alter, amend, or with the con- 
sent of the public utility concerned 
suspend any existing rates, schedules, 
or order relating to or affecting any 
public utility or part of any public 
utility in this state.” 

The powers thus conferred upon the 
Public Utilities Commission are very 
broad and comprehend authority for 
the supervision, regulation, and, in a 
large measure, control of the operation 
of public utilities; and, therefore, in 
order to protect and safeguard the in- 
terests of the public, particularly in 
respect to health, safety and welfare, 
the Public Utilities Commission may 
adopt and promulgate such orders as 
are essential to accomplish such pur- 
pose. 

It being conceded that the order of 
the Commission is supported by the 
testimony adduced at the hearing be- 
fore it and that such order is a reason- 
able and necessary regulation in the 
interests of the health, safety, and wel- 
fare of the people of Ohio, we hold it 
to be a valid and enforceable order ef- 
fective throughout the state, and, 
therefore, that the city and its inhabi- 
tants are not immune from its opera- 
tion and effect. The order of the Pub- 
lic Utilities Commission is accordingly 
affirmed. 

Order affirmed. 
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Robert S. Newman 


East Ohio Gas Company et al. 


No. 31255 
— Ohio St —, 78 NE2d 897 
April 7, 1948 


PPEAL from judgment affirming decree granting permanent 
v \ injunction restraining gas company from discontinuing 
service to residence; affirmed. 


Ordinances, § 6 — Contractual nature — Utility service. 

1. An ordinance of a municipality providing for the furnishing of gas to 
the municipality and its inhabitants which ordinance is accepted by a public 
utility company creates a contract between the municipality and the public 
utility corporation, and the rights and duties established thereunder are 
binding on both parties to such contract, p. 91. 

Service, § 146 — Effect of emergency rule — Gas curtailment during emergency. 
2. An emergency rule adopted during the term of the contract by the public 
utility company and filed with the Public Utility Commission, which rule 
removes the right of certain inhabitants of the city to use natural gas for 
space-heating purposes, except in cases of medical hardship, is ineffective 
to modify the terms of such contract, where such rule is adopted by the 
company without the consent of the city and approved by the Public Utili- 
ties Commission without notice to the city or the inhabitants thereof, and 


without hearing as to the necessity of such rule, p. 91. 


Headnotes by the Court. 


The appellant herein is The East 
Ohio Gas Company, a corporation en- 
gaged in the business of supplying nat- 
ural gas within the state of Ohio; the 
appellees are Robert S. Newman, an 
inhabitant of the city of Akron, Ohio, 
and the city of Akron. 

By ordinance adopted by the city 
council and accepted in writing by The 
East Ohio Gas Company, the city of 
Akron and The East Ohio Gas Com- 
pany entered into a contract by which 
The East Ohio Gas Company was 


granted the right to occupy “the 
streets, alleys, public grounds, and pub- 
lic places of the city for the transporta- 
tion and supply of natural gas to the 
city and its inhabitants and the trans- 
portation thereof in and through the 
said city.” 

By such contract, the company is 
required to provide pipes and mains 
for the furnishing of natural gas to and 
upon any dedicated street within the 
limits ‘of the city whenever sufficient 
residents therein agree in writing to 
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take a supply of gas at the then estab- 
lished rate. The contract provides 
further that, in the event of a shortage 
of gas, “preference shall be given to 
that class of users known as (1) resi- 
dential, (2) commercial, (3) indus- 
trial.” 

On February 6, 1947, The East 
Ohio Gas Company filed with the Pub- 
lic Utilities Commission of Ohio 
emergency rule No. 26 which had been 
adopted by the company and which 
rule became effective upon the filing 
and approval thereof by the Commis- 
sion. Under the provisions of this 
rule, four changes in service were au- 
thorized : 

First. No gas was to be supplied 
for industrial use to any new applicant 
therefor. 

Second. No gas was to be supplied 


for heating new buildings not under 
construction prior to February 1, 
1947. 


Third. No gas was to be supplied 
for equipment intended to replace 
equipment using other fuel, installa- 
tion of which began after January 29, 
1947, 

Fourth. No gas was to be supplied 
for gas heating equipment intended to 
replace old gas equipment, if the new 
equipment used more gas than the 
equipment it replaced. 

That rule was amended by a supple- 
mental application filed with the Pub- 
lic Utilities Commission dated March 
14, 1947, which rule was approved 
by the Public Utilities Commission 
and became effective March 17, 1947. 

Rule 26, as amended, provides: 

“A. From April 1, 1947, until this 
emergency rule is amended or can- 
celed, the company will not supply gas 


74PURNS 


to gas heating equipment intended to 
replace equipment using other fuel, 

“B. In special medical hardship 
cases, supported by the filing of all 
necessary evidence satisfactory to the 
company, paragraph (A) may be 
modified.” 

On March 28, 1947, Newman with 
knowledge of the existence of rule 26 
installed a conversion burner in order 
to burn gas in his furnace in which he 
formerly had used coal. On April 2, 
1947, Newman was notified by The 
East Ohio Gas Company that, unless 
he disconnected the conversion burn- 
er or qualified as a medical hardship 
case within rule 26, the company 
would discontinue all service to him. 

Thereafter on April 8, 1947, New- 
man filed this action in the common 
pleas court of Summit county seeking 
a permanent injunction to enjoin The 
East Ohio Gas Company, its agent or 
employees from in any way interfering 
with the free flow of gas from its 
mains into the residence of the plain- 
tiff for use in the gas burner so in- 
stalled, so long as the plaintiff com- 
plied with the lawful rules and regula- 
tions of The East Ohio Gas Company. 

Following a hearing of the case in 
the court of common pleas, that court 
on June 18, 1947, issued a permanent 
injunction as prayed for. 

An appeal was thereafter perfected 
to the court of appeals on questions of 
law only and that court, on November 
1, 1947, affirmed the decree of the 
court of common pleas. 

The case is before this court follow- 
ing the allowance of a motion to certify 
the record of the court of appeals. 

APPEARANCES: Jones, Day, Cock- 
ley & Reavis and Walter J. Milde, all 
of Cleveland, and Buckingham, Doo- 
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little & Burroughs, of Akron, for ap- 
pellant East Ohio Gas Co.; Brouse, 
McDowell, May, Bierce & Wortman 
and Charles R. Iden, all of Akron, for 
appellee Robert S. Newman; Roy E. 
Browne, Director of Law, of Akron, 
for appellee city of Akron. 


MATTHIAS, J. 

[1, 2] The journal entry of the 
court of appeals is in part as follows: 

“1. An ordinance of the city of Ak- 
ron No. 584—1946 accepted by The 
East Ohio Gas Company in 1946, pro- 
vides for the furnishing of gas to Ak- 
ron and its inhabitants without dis- 
crimination except as provided in the 
ordinance. Emergency Rule 26, adopt- 
ed in early 1947 by The East Ohio 
Gas Company with the approving or- 
der of the Public Utilities Commis- 
sion of Ohio, removes the right of 
certain inhabitants of the city of Ak- 
ron (namely those who have thereto- 
fore used fuel other than gas for heat- 
ing purposes) to use natural gas as 
a fuel for heating except in cases of 
medical hardship. It is therefore in 
direct conflict with the provisions of 
said Akron ordinance which contain 
no such limitation. 

“2. Said ordinance is a contract for 
utility service created pursuant to the 
provisions of Article XVIII, § 4, of 
the Ohio Constitution and such com- 
pany and the Public Utilities Commis- 
sion of Ohio, proceeding in accordance 
with the public utilities law of the 
state, cannot alter such a contract.” 

It must be first noted that the decree 
of the court of common pleas was en- 
tered before the adoption and promul- 
gation by the Public Utilities Commis- 
sion of its statewide order dated Octo- 
ber 3, 1947, which temporarily pro- 


hibited the furnishing of natural gas 
for space-heating equipment which re- 
placed equipment using other fuels. 
That regulation was held valid by this 
court in the case of Akron v. Public 
Utilities Commission, 149 Ohio St 
347, 74 PUR NS ante, p. 81, 78 NE 
2d 890 (this day decided). That or- 
der of the Commission however is not 
involved in this case for the reason 
that it was not effective at the time 
Newman installed his gas heating 
equipment ; in fact not until subsequent 
to the decision of this case in the court 
of common pleas and while the appeal 
was pending in the court of appeals. 
The single question considered by the 
court of common pleas and the court 
of appeals in the instant case was the 
validity of Rule 26 adopted by The 
East Ohio Gas Company and filed 
with and approved by the Commis- 
sion. 

The order of the Commission ap- 
proving amended Rule No. 26, issued 
March 17, 1947, removed all restric- 
tions except the one involved in this 
case. 

The entry of the Commission states : 

“The Commission, being fully ad- 
vised in the premises and of the na- 
ture of the emergency involved, finds 
[in part] : 

“That the demand of East Ohio’s 
consumers for gas has diminished suf- 
ficiently to warrant the substitution of 
the emergency rule and regulation 
[Amended Rule 26] set forth above 
for said emergency rule and regulation 
filed as aforesaid by order of the Com- 
mission dated February 6, 1947. 


“Provided, however, that nothing 
herein shall be construed to be an ap- 
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proval by this Commission of the rea- 
sonableness or justness of any rule 
or regulation, nor binding upon this 
Commission in any future proceeding 
involving the reasonableness or just- 
ness of any rule or regulation.” 

The amended rule of the company 
issued March 17, 1947, removed all 
restrictions except only the one in- 
volved in this case. 

Upon the adoption of these rules by 
The East Ohio Gas Company and the 
filing thereof with the Commission, 
the finding and order of the Commis- 
sion were limited to the ascertainment 
of jurisdictional facts authorizing the 
filing of the rule, and to the formal ap- 
proval thereof. Such action of the 
Commission differs from its procedure 
wherein its order of October 3, 1947, 
was adopted in that the latter order, 
which was statewide in its effect and 
operation, was adopted and promul- 
gated only after notice and full hear- 
ing, and upon finding such order to 
be necessary by reason of an emergen- 
cy affecting the health, safety, and wel- 
fare of the people of the state of Ohio. 

In the Akron Case, supra, we held 
the order there involved was a proper 
exercise of the police power of the 
state in the interest of the health, safe- 
ty, and welfare of the people of Ohio 
during the existing emergency. The 
record in the instant case discloses only 
a formal approval by the Commission 
of a proposed change in the rules of 
the utility, made without hearing and 
with no finding by the Commission 
of the reasonableness or justness 
thereof. 

The court of common pleas issued 
its injunction after a full hearing in 
which it had before it the contract be- 
tween The East Ohio Gas Company 
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and the city of Akron, The East Ohio 
Gas Company’s Rule 26, both orig- 
inal and as amended, with its formal 
approval thereof by the Public Util- 
ities Commission. The trial court aft- 
er finding that there was a conflict 
between the rule and the contract de- 
cided the case in favor of Newman 
and issued its injunction. 

Upon appeal to the court of appeals 
on questions of law only, the decree 
of the court of common pleas was af- 
firmed. Both courts held that the mere 
filing of the rule with the Commission 
did not as a matter of law affect the 
contract or nullify the rights and duties 
of the parties thereto. 

This case presents a proper occa- 
sion for the intervention of a court of 
equity to protect the inhabitants of the 
city from arbitrary action on the part 
of the company. The franchise con- 
tract was completed December 16, 
1946; on February 6, 1947, by com- 
pany rule gas deliveries were forbid- 
den to new industries, to new homes, 
to owners converting from other fuels 
to gas heating and to gas heating con- 
sumers installing new gas equipment 
which used additional gas. 

On March 17, 1947, by rule, the 
furnishing of gas was resumed to all 
inhabitants except only those owners 
converting from other fuels to gas 
heating. If such procedure by the 
company is valid and effective, then 
few provisions in the city contract are 
binding on the company. 

It cannot be permitted to thus alter 
such provisions by the mere filing of 
a rule, although formally approved by 
the Commission. Therein lies the dis- 
tinction between this case as it comes 
to this court and the case on appeal 
from the Public Utilities Commission, 
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Akron v. Public Utilities Commission, 
149 Ohio St 347, 74 PUR NS ante, 
p. 81, 78 NE2d 890, this day decided. 


For the reasons indicated the judg- 
ment of the court of appeals is affirmed. 
Judgment affirmed. 





PENNSYLVANIA PUBLIC UTILITY COMMISSION 


J. H. Shuler 


Blacktown Telephone Company 


Complaint Docket No. 14213 
May 4, 1948 


PPLICATION for order directing telephone utility to establish 
A service to residence; granted. 


Service, $ 486 — Scope of proceeding — Nonpayment of disputed bill. 
1. The Commission is not obliged to decide whether a disputed bill for tele- 
phone service is properly payable, in a proceeding by a former subscriber 
to compel service reinstatement, p. 95. 

Payment, § 45 — Service denial to enforce — Disputed phone bills. 
2. A telephone company is not justified in refusing service to a former sub- 
scriber on the ground that the subscriber has refused to pay a disputed bill, 
since the company has recourse to the court to collect any bills for service, 


p. 95 


Payment, § 27 — Collections — Payment to lineman. 


Statement that payment by a subscriber to a lineman of a telephone company 
is valid and effective where the company by its lax collection practices made 
it appear that the lineman had authority to collect its bills, p. 95. 


* 


nished. Complainant further states 
that he is not indebted to the respond- 
ent and has receipts signed by a line- 


By the Commussion: By this pro- 
ceeding, complainant, J. H. Shuler, R. 
D. 1, Grove City, seeks an order di- 


recting Blacktown Telephone Com- 
pany to establish telephone service in 
his home. Complainant states that his 
request for service was originally re- 
jected because respondent would not 
install service during the war and later 
because respondent claimed he was in- 
debted to it for service previously fur- 


man of respondent to verify this asser- 
tion. 

In its answer, respondent alleges 
that complainant is indebted to it in 
the sum of $80 covering five years’ 
service, which he has refused to pay 
and that any receipts signed by its line- 
man are invalid as he had no author- 
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ity to collect accounts. Respondent 
further states that service to complain- 
ant would require the erection of 10 
poles together with the necessary wire, 
pins, insulators, etc., and that service 
in the past was rendered to complain- 
ant at a distinct loss. 

At the hearing evidence was intro- 
duced indicating that complainant was 
served by respondent from 1928 to and 
including a portion of 1937, Respond- 
ent states that during the fall of the 
latter year, a storm damaged the fa- 
cilities serving complainant’s premises 
and service was interrupted; and that 
it decided not to restore service be- 
cause of an outstanding bill amounting 
to approximately $86. 

Complainant denies he is indebted 
to respondent and his denial is sup- 
ported by the record. Complainant’s 
Exhibit “A” is a letter dated June 11, 
1946, from the bureau of rates and re- 
search of this Commission to Mrs. J. 
Howard Shuler, wife of complainant, 
containing an itemized statement of 
the account in dispute. The first item 
appearing in the statement shows that 
according to respondent’s records 
there was an outstanding balance of 
$2.80 due respondent as of December 
31, 1932. Subsequent local service 
and toll message charges for the years 
1933 to 1936, inclusive, brings the 
total amount of the alleged indebted- 
ness to $75.50. 

Complainant’s Exhibit “B” con- 
sists of a monthly statement of re- 
spondent dated June 1, 1937, placing 
complainant’s indebtedness to that date 
at $86.36; and a deposit slip of Grove 
City National Bank showing a deposit 
by J. H. Shuler of $2.88 to the ac- 
count of Blacktown Telephone Com- 
pany. The deposit slip is dated Febru- 
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ary 11, 1938, and at the bottom of re. 
spondent’s bill for service appears the 
following. 
“Received payment. 
S. D. Rodgers by Treas,” 
Andrew Johnson 
It appears that Andrew Johnson 
was an employee of respondent in 
1937, and served in the capacity of 
lineman. W. G. Christley, secretary 
of respondent testified that Mr. John- 
son was not authorized to accept pay- 
ment for telephone service and that if 
he did accept payment it was not 
turned over to respondent. He fur- 
ther said that prior to 1946, no one 
was authorized to accept payments for 
telephone service, except Sherman D. 
Rodgers, respondent’s treasurer. His 
latter statement is not supported by 
the record which discloses that in ad- 
dition to Mr. Rodgers, collections 
were made and payments accepted by 
members of respondent’s board of di- 
rectors, by Grove City National Bank, 
by the telephone operator and by wit- 
ness Christley. In fact Jared H. Win- 
ger called as a witness in rebuttal, and 
employed by respondent at the time of 
hearing, testified that he has been with 
respondent as a lineman since October 
1, 1942, and that he was authorized by 
Christley to and actually does accept 
payment for service from subscribers. 
Another witness, Walter Boyer, called 
in rebuttal by complainant, testified 
that he is in the coal business with his 
father and that the latter made pay- 
ment for respondent’s telephone serv- 
ice to Mr. Johnson when he was em- 
ployed as respondent’s lineman. On 
cross-examination it developed that 
Mr. Boyer’s telephone service was in- 
terrupted because respondent claimed 
he was indebted to it in the amount of 
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$13. However, service was restored 
when Mr. Boyer produced a receipt for 
this amount signed by respondent’s 
lineman, Mr. Winger. 

[1] From all of the foregoing, it is 
obvious that respondent has been lax 
in its collection practices. The bill in 
dispute covers telephone service ren- 
dered over a period of approximately 
five years and respondent showed an 
exceptional lack of diligence in efforts 
to effect collection. The record shows 
that little or no collection efforts were 
made following the disconnection of 
complainant’s service and while there 
is substantial evidence indicating that 
the bill in dispute was paid, we can see 
no reason to decide whether a bill of 
respondent, which is disputed by com- 
plainant, is properly payable by the lat- 
ter. 

There is no evidence of record to 
substantiate respondent’s claim that 
service to complainant has been ren- 
dered at a loss or that a loss will be 
experienced if facilities are made avail- 
able and telephone service resumed. 
As a matter of fact respondent’s wit- 
ness Christley, on cross-examination, 
admitted that the expense of establish- 
ing and maintaining service for com- 
plainant is not the reason respondent 
has failed to establish complainant’s 
service; rather, it is complainant’s re- 
fusal to pay the disputed bill. 

[2] Respondent is not justified in 
refusing to establish service for com- 
plainant. Respondent has recourse to 


the courts to collect any bill in dispute. 
However, by virtue of our tariff reg- 
ulations, it is proper for utilities to re- 
quire applicants to furnish a deposit 
to guarantee payments for service. In 
this connection it is to be noted that 
any deposit respondent may require 
an applicant to make shall not exceed 
the estimated gross bill for any single 
billing period, plus one month, and 
those received from domestic or resi- 
dential subscribers shall be returned to 
the depositor, with interest, at the rate 
of 6 per cent per annum, when he shall 
have paid undisputed bills for service 
over a period of twelve consecutive 
months. (Section 305 of the Public 
Utility Law and § VII of our Tariff 
Regulations. ) 

In view of the foregoing we will 
sustain the complaint and will direct 
respondent to furnish service to com- 
plainant ; therefore, 

It is ordered: 

1. That the complaint be and is 
hereby sustained. 

2. That respondent, Blacktown Tel- 
ephone Company, shall, at its sole 
cost and expense, furnish all materials 
and do all work necessary to provide 
facilities required to establish service 
to the residence of complainant, J. H. 
Shuler. 

3. That service to the residence of 
complainant, J. H. Shuler, be estab- 
lished within two weeks of the date of 
service of this order. 
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FEDERAL POWER COMMISSION 


Re Northern Natural Gas Company 


Docket No. G-1021 
May 17, 1948 


OTION requesting extension of time within which petition 
for rehearing may be filed; dismissed. 


Procedure, § 34 — Rehearing — Time limitation. 
The Federal Power Commission is without authority to waive the statutory 
requirements of § 19(a) of the Natural Gas Act, 15 USCA § 7171, limit- 
ing an application for rehearing, and to extend the time within which an 
application for rehearing may be made. 


By the Commission: On May 6, 
1948, United States Gypsum Com- 
pany, an intervener in the above-dock- 
eted proceeding, filed a motion request- 
ing that the time within which a peti- 
tion for rehearing of the Commission’s 
order issued April 14, 1948, might be 
filed by such intervener “be extended 
thirty days to June 13, 1948, i. e., 
sixty days following issuance of final 
order in above-entitled proceeding; 

Section 19(a) of the Natural Gas 
Act, 15 USCA § 717r, provides in 
part as follows: 

Any person, state, municipality, or 
state Commission aggrieved by an or- 
der issued by the Commission in a 
proceeding under this act to which 
such person, state, municipality, or 
state Commission is a party may apply 
for a rehearing within thirty days after 


the issuance of such order. (ltalics 
supplied. ) 

The period during which an appli- 
cation for rehearing of an order of the 
Commission may be filed is fixed by 
§ 19(a) of the Natural Gas Act. The 
Commission is without authority to 
waive the statutory requirement and 
to extend for an additional thirty days 
(or to a total sixty days following the 
issuance of the final order in the 
above-docketed proceeding) the time 
within which an application for re- 
hearing may be filed as has been re- 
quested by the motion under consid- 
eration. 

Wherefore the Commission orders 
that : 

The motion filed by United States 
Gypsum Company for an extension of 
time in which to file an application for 
rehearing be and the same is hereby 
dismissed. 
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Industrial Progress 


A digest of information on new construction by pri- 

vately managed utilities; similar information relating 

to government owned utilities; news concerning prod- 

ucts, supplies and services offered by manufacturers; 
also notices of changes in personnel. 


$61,000,000 Expansion Planned 
By Utah Power & Light 


U TAH Power AND Licht Company plans to 
spend approximately $61,000,000 in the 
next six years for enlarging and improving its 
plants and distributing system. 

Expansion pians will increase the present 
generating potential of 257,000 kilowatts to 
396,000 kilowatts, according to George M. 
Gadsby, president. 


Peoples Gas Lt. & Coke to Spend 
$45,000,000 on Expansion 


| pete now and the end of 1951, the Peo- 
ples Gas Light & Coke Company will spend 
$45,000,000 on major projects, according to 
James F. Oates, Jr., dune of the board. 
These include construction of a natural gas 
liquefaction and storage plant, construction of 
51 new coke ovens at the company’s Craw- 
ford station, partial completion of “looping,” 
or duplicating, its Calumet pipeline from 
Joliet to Chicago, and continuation of a nor- 
mal program of additions and replacements of 
production and distribution facilities. 


$7,500,000 Program Proposed 
By Arizona Edison 


A CONSTRUCTION program involving expendi- 

ture of $7,500,000 over the next four 
years was announced recently by Reid Gardner, 
president of the Arizona Edison Company, 
ne. 

Included in the program will be the bringing 
of natural gas into Yuma by January 1, 1949, 
if the materials can be obtained in time. 

Included also will-be the installation of addi- 
tional generating units at Yuma and in the 
Globe-Miami area, as well as at Coolidge, 
Casa Grande, and Florence, with corresponding 
expansion of the distributing systems. The 
firm’s Douglas-Bisbee generating plant also is 
to be increased in capacity. 

Along with the development of more elec- 
trical energy in the 12 communities it serves, 
additional domestic water facilities are to be 
provided at Yuma, Miami, Casa Grande, 
Coolidge, and Superior. 


Automatic Gas Range Sales 
Reach All-time High 


Guts of automatic gas ranges built to “CP” 
standards reached a new all-time high for 
the first five months of 1948, showing an in- 
crease of 242 per cent over the same period of 


1947, according to the Gas Appliance Manu- 
facturers Association. During this same period, 
sales of all gas ranges gained 24.3 per cent 
over the previous year and reached an all-time 
high of 1,172,000. 

“CP” convenience and performance stand- 
ards were created by the Gas Appliance 
Manufacturers Association as a consumer buy- 
ing guide, and nineteen manufacturers build 
automatic gas ranges to “CP” standards under 
twenty-one brand names. 

A large part of this increased demand for 
automatic gas ranges is the result of con- 
tinued aggressive industry-wide promotion on 
automatic gas cooking. More than $8,000,000 
is being spent by the industry to acquaint the 
public with the features and advantages of 
modern automatic gas ranges. 


“Wirelon” Now Available 


ry a. a new kind of rope intro- 
duced by Rochester Ropes, Inc., is 
now available. This rope is made under a 
patented process for extruding oriented Du 
Pont nylon around a metal core. According 


Improved Sherman 
ARMOR ROD CLAMPS 


Made of special silicon aluminum 
alloy. Exceptionally high tensile 
strength and corrosion resistance. No. 
R-101 has pure copper liner in small 
groove. Large groove for #6 to 1/10 
ACSR over armor rods. Write for 
Bulletin 25. 
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Bie proved 


YES, the 4 


UNDERWRITERS 


PENN-UNION Connector ‘gaciaagy 


nits THEM ALL. 


LARGER SURFACES 


for the WRENCHES—a good - sized 


HEX Top and Bottom 


The men who use connectors appre- 
ciate the better design of the Penn- 
Union—especially when they have to 
make a splice in close quarters, or any 
unhandy location. 


Better Design is a feature of the en- 
tire Penn-Union line, which includes 
Tees and Taps, Straight Connectors, 
Terminals, Grounding Clamps, and 
many more fittings . . . every one thor- 
oughly dependable, mechanically and 
electrically. Preferred by leading users, 
who have found that “Penn-Union” 
on a fitting is their best guarantee of 
unfailing service. 


Sold by Leading Wholesalers 


PENN-UNION ELECTRIC CORP. 
ERIE, PA. 


The COMPLETE Line of Conductor Fittings 


PENN-UNION 


(on OF. 5 Ok Sk Om @ ek ® | fFirring, ™% 





to the manufacturer, this method produces 
rope which combines to a new degree the 
qualities of strength, flexibility, durability, and 
corrosion resistance. Three kinds of this rope 
are now available: 

Extra-flexible Wirelon Rope—constructed 
to provide maximum flexibility and fatigue- 
resistance while providing protection against 
corrosion. 

Flexible Wirelon Cable—provides maximum 
resistance to corrosion and sufficient flexibility 
and fatigue- resistance for many operating and 
mooring rope services. 

Standard Wirelon Cable—consists of a steel 
core completely encased in a nylon coating. It 
is more resistant to corrosion and has higher 
tensile strength per square inch, but it is less 
flexible than the other two types. 

Descriptive literature may be obtained from 
the manufacturer at Culpeper, Virginia. 


Tucson Gas, Elec. Lt. & Pwr. 
Has Five-Year Program 


ucson Gas, E.ectric Licht, AND Power 
CoMPANy recently announced a five-year 
construction and expansion program which will 
involve expenditure of $11,162,000. 
It is planned to spend $5,150,000 in 1949 to 
provide gas and electric service for the Tucson 
area, J. R. Snider, president, said. 


Ogers Template for Laying Out 
Switches and Substations 


A NEW template for use by draftsmen and 
Pi engineers in laying out switches and sub- 
stations has been made available by Locke In- 
corporated, Box 57, Baltimore 3, Maryland. 

The template contains outline drawings of all 
standard outdoor type switch and bus in- 
sulators in all scales from 14 inches to the foot 
to + inch to the foot. 

When placed under the drawing or tracing, 
the outlines of any insulator may be drawn 
quickly and easily, saving hours of drafting 
time. 

Copies are available free on request to the 
manufacturer. 


IBM Introduces New Machines 
Employing Electronics 


HE transition to electronic operation in 

business machines was further accelerated 
recently by International Business Machines 
Corporation with the announcement of the in- 
troduction of the IBM electronic calculating 
punch, the IBM high speed sorter, and the 
IBM electric time system with electronic self- 
regulation. The company also announced a new 
IBM electric punched card accounting machine 
with three-line listing, a new attendance time 
recorder, and an automatic line selector for the 
IBM electric typewriter. 

The IBM electronic calculating punch is a 
high speed commercial calculator enginéer 
to perform problems of multiplication, divi- 
sion, cross-addition and cross subtraction and 
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RUST-OLEUM gives lasting protection 


4c Ke Cuts 
maintenance 


3Way 


Costs 


1. Apply Directly Over Rust 
Wirebrushing to remove scale and dirt 
is all that is necessary. Any rust left 
is eliminated when Rust-Oleum is 
applied. Avoid cost of sandblasting 
or chemical rust cleaners. 


2. Quick and Easy To Apply 

Brush, dip or spray. Rust-Oleum goes 
on quickly without professional equip- 
ment or labor. No brushmarks...flows 
out completely self-leveling. On aver- 
age jobs, 25% of normal time is saved. 


3. Costs Less Per Square Foot 

Material cost is less than 1-cent per 
Square foot. Lasts 2 to 10 times longer 
than ordinary materials. Excellent 
decorative appearance and superior 
performance, 


Rust-Oleum is the modern, quick, low-cost way to stop and prevent 
rust on iron and steel surfaces of buildings, towers and other equip- 
ment. Many public utilities use Rust-Oleum. It adds years of extra 
service to all metal. Rust-Oleum can be applied over metal already 
rusted. It penetrates rust...incorporates it in the film...and forms a 
tough, durable, elastic coating that defies rain, snow, dampness, fumes 
and other rust-producing conditions. It may be applied over clean 
metal or on surfaces previously painted which are sound. There are 
Rust-Oleum products for interior or exterior uses. Complete engineering 
service is available. A demonstration by a qualified specialist at no 
cost or obligation can be arranged promptly to show you how Rust- 
Oleum can reduce maintenance costs and constantly protect your large 
investment in buildings and equipment. All colors and aluminum. 


GET ALL THE FACTS—Mail This Coupon NOW! 


RUST-OLEUM corporation 


2457 Oakton Street, Evanston, Illinois 


Please send mea free copy of the new Rust-Oleum Catalog showing 
color selection and recommended uses. 


Name 
Company. 
Addre: 


Town 
0) Check here for name of nearest distributor. 


This page is reserved under the MSA PLAN (Manufacturers Service Agreement) 
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to punch the results in IBM cards at a greater 
speed than has been possible before in busi- 
ness. The machine performs all calculations 
electronically. 

The outstanding feature of the IBM high 
speed sorter, used for arranging and selecting 
IBM punched cards, is a substantial increase in 
its.speed of operation. 

The new IBM electric time system with 
electronic self- regulation requires no special 
clock wiring, operating from the regular super- 
vised 60-cycle commercially supplied alternat- 
ing current. Synchronous motor clocks are 
self-regulated individually and reset auto- 
matically to system time should there be cur- 
rent interruptions. 

The IBM high speed electric punched card 
accounting machine with three line listing is 
faster, more flexible, and has a new tape-con- 
trolled carriage which spaces automatically for 
filling in printed forms. It prints three lines of 
information from one IBM card, and can also 
list, cross-add or cross-subtract several 
amounts simultaneously from one IBM card. 

The IBM attendance time recorder is now 
provided with steel type wheels of new design 
which, in conjunction with a finely woven 
ribbon, automatically advanced and reversed, 
eliminates ink bleeding. It reads directly in 
hours and minutes and prints all time indica- 
tions on the front of the card for greater ease 
in accounting, 

The automatic line selector for the IBM 
electric typewriter automatically spaces con- 
tinuous forms of widely varying sizes. 


U. S. Rubber Designs Wire 
For Use in Wet Locations 


NEw electrical wire with rubber insulation 

that improves when soaked in water has 
been developed by United States Rubber Com- 
pany for wiring homes, factories, offices, and 
other buildings. 

The new wire is designed for use under- 
ground and in wet locations where high 
moisture resistance gives it longer life and in- 
creased safety. It is particularly suitable for 
underground lead-ins and wiring damp base- 
ments. 

It is being marketed under the trade name 
“Laytex RUW.” 


Indianapolis Pwr. & Lt. Orders 
Third Turbogenerator 


A* order for the third 40,000-kilowatt turbo- 

generator has been placed by the Indianap- 
olis Power and Light Company for installation 
in its new White river power plant, now under 
construction. 

The new plant is part of the $50,000,000 
construction program the company is carrying 
out in the five years from 1947 to 1951 inclu- 
sive. Besides plant work this program includes 
expansion of transmission, distribution, and 
other service facilities in many parts of the 
Indianapolis area. 

Completion of three White river units will 
give the Indianapolis Power and Light system 
a total rated capacity of 379,000 kilowatts com- 
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pared with 259,000 kilowatts winter capacity 
at present and 105,600 kilowatts in 1927 when 
the present company merged the operations 
of two predecessor companies. 


Film of Natural Gas Industry To 
Be Shown at GAMA Exhibition 


ARRANGEMENTS have been made for the ini- 
tial showing to the gas industry of the 
film. production, “Eternal Flame” at the exhi- 
bition of the Gas Appliance Manufacturers 
Association in Atlantic City, October 4-8. The 
exhibition is held in conjunction with the 
annual convention of the American Gas As- 
sociation? H. Leigh Whitelaw, managing di- 
rector of GAMA, said this first documentary 
film to tell a comprehensive story of the nat- 
ural gas industry will be presented daily at 
the exhibition through the courtesy of the 
Columbia Gas System under whose sponsor- 
ship the film was produced. 

“ ‘Eternal Flame,’ is not the story of Colum- 
bia alone, but the story of any large gas dis- 
tribution system,” according to Stuart M. 
Crocker, president of The Columbia Gas Sys- 
tem, Inc. “It reveals some of the drama and 
a few of the problems that are met in provid- 
ing gas to millions of homes and industries 
throughout the country.” 


Personnel Changes 
Foster Wheeler Corporation 
i Becomes changes in its sales staff have been 
4 announced by Foster Wheeler Corpora- 
tion. 

H. B, Wallace, Jr., has been appointed man- 
ager of steam sales. He had been manager of 
the New England territory in Boston. 

A. F. Downham has been appointed manager 
of o New England territory. 

H. Hardie has become associated with 
the ? New York sales office and will concentrate 
on the sales of steam generators, pulverizers, 
superheaters, and related products. 


Robbins & Myers, Inc. 

Charles A. Slack, former manager of New 
York office, Robbins & Myers, Inc., Springfield, 
Ohio, has been named sales manager of the 
motor division. John Logan, formerly assistant 
manager becomes manager of the New York 
office. Robert Freundt has been appointed man- 
ager of the Philadelphia office, succeeding 
Donald Ridgway, who has taken over as man- 
ager of the Chicago office. 


Catalogs and Bulletins 
Pennsylvania Transformer Company 
6 ¢ Pennsylvania Transformer Reports On 
a New Base,” is the title of bulletin 
No. 1648, published by Pennsylvania Trans- 
former Company. Outline drawings _illus- 
trate the ease of jacking, pulling, and tipping 
a transformer with this new base, which was 
designed to meet the needs of the greatest 
number of transformer users. 
Copies of this bulletin are available by writ- 
ing to Pennsylvania Transformer Company, 
Box 6208, Pittsburgh 12, Pennsylvania, 
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Four important features have earned for Interna- 
tional Trucks their wide acceptance in the utility field. 
First, is the quality of the trucks themselves—solid, rugged quality that 
pays off in long, trouble-free service and low operating cost. 
Second, is the completeness of the International line—a gross weight 
fating range of 4,400 to 90,000 pounds. 
Third, is the expert specialization of Internationals to their jobs. 
And fourth is the quick availability of thorough, economical truck 
maintenance service from International Dealers and Branches. 
For Internationals for your jobs, see your Dealer or Branch. . 


° Motor Truck Division : Ka 
INTERNATIONAL HARVESTER COMPANY - Chicago 
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INTERNATIONAL Trucks 
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Annval Subscription utility regulation. 


Price 


$43.50 


PUBLICATIONS AND SERVICES 


Essential to those interested in the public utility 
industries, their regulation and allied topics, 


PUBLIC UTILITIES 
REPORTS 


The national reporting service, 
containing authentic decisions 
of commissions and. courts , 
dealing with the problems of 
Five vol: 
umes a year—-$7.50 each. 
Annual Index—$6. 


PUBLIC UTILITIES 
Fortnightly 


A magazine of current opinion 
and news, conducted as an 
open forum and containing 
discussions of firing-line prob- 
lems; also summaries, anoly- 
ses and explanations of day- 
to-day developments. 


$15 
Twenty-Six 
Issues a Year 








P.U.R. 


Cumulative 


DIGEST 


The only complete and avthorita- 
tive encyclopedia of Public Service 
low and Regulation. A _ life-time 
Digest,; kept up-to-date by annual 
supplements. 








P.U.R. EXECUTIVE 
Information 
Service 
A Weekly letter from the Na- 
tion's Capital, highlighting im- 
portant happenings, trends and 


policies. Reading time: 20 
minutes. 








$25 Qvarterly 


FEDERAL UTILITY REGULATION ANNOTATED 


SEC 


A brief and pointed digest of 
the administrative rulings of the 
Securities and Exchange Com- 
mission under the Public Utility 
Holding Company Act. Issved 
twice each month. 


Current Services 


FPC 


A brief and pointed digest of 
the administrative rulings of 
the Federt! Power Commission 
under the Federal Power Act 
and the Natural Gas Act. Is- 
sved once each month. 


$36 Annvally 








FEDERAL UTILITY REGULATION ANNOTATED 


VOL. 1 (SEC) 


Ac an tion of the 
Public Sale Holding Company 
Act, with the Commission's rules 
and regulations, full index and 
periodical upkeep supplements. 





Price: $12 


VOL. 2 (FPC) 


A complete annotation of the 
Federal Power Act and the Na- 
tural Gas Act, with the Com- 
mission's rules and regulations, 
full index and periodical up- 
keep supplements. 


Price: $15.50 








Ten brief questions on up-to-date 
problems, answered by the commis- 
sions and courts. An easy way fora 
‘busy man to keep informed on current 
vtility regulation. 


ae P.U.R. 
Question Sheets 
Twenty-Six Issues Annually $10 


—_ —— 
— 


Send for our catalogue describing these and other publications 


PUBLIC UTILITIES REPORTS, inc. 


MUNSEY BUILDING | ; "PUBLISHERS WASHINGTON 4, D. ry 
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OU will be interested to know, we think, 

why so many utilities throughout the coun- 
try turn to Recording and Statistical for bill 
analyses. 


The reasons are important: 


1. We can compile accurate and helpful analy- 
ses for you in ¥4 the usual time. 


2. The cost to you is often 14 the expense of 
having the work done right in your own offices. 


At Recording and Statistical, the tabulations 
are made on specially designed electro-mechan- 
ical equipment. As many as 200,000 bills can 
be analyzed each day by our trained personnel. 
Consequently, the cost to you is only a small 
fraction of a cent per item! 


Get the full facts 


A FREE BOOKLET, “The One-Step Method 
of Bill Analysis” will give you detailed facts 


concerning this accurate and economical meth- 
od of compiling bill analyses. Why not send 
for it right now? 


This electro-mechanical machine—the Bill Frequency 
Analyzer—automatically classifies and adds in 300 regis- 
ters—in one step. It was especially designed for utility 
analysis work. 


RECORDING AND STATISTICAL CORPORATION 


102 Maiden Lane, 


New York 5, N. Y. 


- 
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JOHNNY CAPACITOR’S KILOVAR ECONOMICS 


ON-THE-SPOT KILOVARS 
HELP OFFSET 
RISING INVESTMENT COSTS 





JOHNNY SAYS: “With costs—for fuel, labor, and equip- 
ment—way up since most power rates were set, the squeeze 
is on. For many power company executives, the brightest spot 
‘in the picture is the discovery that a substantial part of their 
needed new capacity can be obtained at less than $20 per 
kva by installing capacitors.” 


When most power systems were installed it was 
assumed that cental stations would generate kilo- 
vars and transport them directly to the consumer. 
But systems need not provide ilovars. The kilovar 
component can be supplied by capacitors, at or near 
the load, usually for a fraction of the cost. 

Converting the system from one handling a large 
proportion of kilovars to one handling practically 
all kilowatts is done by installing low-cost, on- 
the-spot kilovar generators. Each one per-cent 
increase in power factor raises capacity by a like 
amount—and lowers total investment per kilo- 
watt. 

A General Electric representative will be glad 
to work out with you the savings that can be made 


in new kilowatt capacity when balanced kilowat- 
kilovar generation is installed. 


THIS IS THE WAY IT FIGURES OUT 
Assume the system is operating at 80% power 
factor and that the investment cost is $250 per 
kw of peak demand. By the installation of .092 
kvar of capacitors per kw of demand the power 
factor would be improved to 85%, and the system 
kw capacity would be increased by 6.25%. This, 
translated into dollars and cents, means that 92 
cents worth of capacitors ($10/kvar) provides 
.05 kw of capacity (85%-80%), or at the rate 
$.92/.05—$18.40 per kw. Such low-cost capacity 
obviously averages down the f#ofal investment 
per kw. 


Apparatus Dept., General Electric Company, Schenectady 5, N. Y. 


GENERAL (96) ELECTRIC 
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Exide 


BATTERIES © 
1888... Dependable Batteries for 60 Years... 1948 


THE ELECTRIC STORAGE BATTERY COMPANY, Philadelphia 32 
Exide Batteries of Canada, Limited, Toronto 
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Exide Central Station Batteries 
ARE DIFFERENT... with the unique 
manchester positive plate.... 


The Exide Battery with the manchester positive plate 
is power packed. That’s because this plate is of unique 
lead button construction. The buttons . . . rolled strips 
of corrugated soft lead . . . are forced into holes of a 
special lead-antimony grid. Forming action expands 
the buttons and locks them securely in place. The re- 
sult . . . tremendous reserve power, long life, trouble- 
free performance. 


Exide Batteries have earned the confidence of en- 
gineers everywhere. Their widespread use for con- 
trol bus operation and other storage battery tasks 
is proof of their dependability, long life and low- 
cost maintenance. 


Whatever your storage battery problems may be, 
Exide engineers will be glad to help you solve them. 
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feature MEA 
ead this 10 Point: Comparison 


(Dodge Model F-152; 14,500 pounds Gross Vehicle Weight— and 
Comparable Competitive Models.) 


CK 


Cabo Ale—to ke Tot ee ee ee 
Wide-Tread Front —_ — 

turning— more stabi -60.03 in. 
a 


60% ft. 
—Right 54% ft. 


a 


m= | = | «| «| 
rexcumey™ | wn | mon | wm | mom | 
vasa. [wan [tan [ene |onn | 
SSS a a a 


* To outside of tire (curb clearance.) Computed from data based on tests or computations obtained from usually reliable sources. All four 
springs. J} Measured from production models. 4 Computed from width—and depth measurements; no allowance for contours. 


Turning Diameter * —Left 


Front axles have na: moved back, 
engines forward, placing more load 
on the front axle. Whil While cab-to- 
axle dimensions are the same, 
wheelbases are shorter, giving 
much better weight distribution. 
This new weight distribution, com- 
bined with longer springs, and 
“Air-O-Ride” seats, produces a 
marvelous new “cushioned-ride.” 
You can turn in much smaller 
circles, both right or left —because 
of new type “cross-steering,” 
shorter wheelbases and wide tread 
front axles. 

Dodge offers 248 basic ‘‘.Job-Rated”’ 
magreny aor : 4 


lbs. G.T: 
eee east 
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THERE’s A GRINNELL HANGER FOR EVERY PIPING REQUIREMENT 


1000° 

STEAM 
TAKES A LOT 
ea 


@ForcED of Chrome Vanadium Steel the Fig. 224 
Pipe Clamp is a new “king” in the Grinnell Pipe 
Hanger line. It is the only commercial pipe clamp de- 
signed for service up to 1000° F. steam. Available in 
seven pipe sizes, from 4” to 16”, each with established 
load rating. Complies with the Code for Pressure 
Piping. 

The kind of engineering and practical piping exper- 
ience that makes possible the development of pipe 
hangers for extreme cases is applied to every Grinnell 
Pipe Hanger. From simple supports for household 
water piping to constant-support suspensions for super- 
pressure piping, Grinnell Hangers are built to do their 
jobs correctly and economically. 


GRINNELL COMPANY, INC. 
Executive Offices, Providence 1, R. I. 


Branch Warehouses 
Atlanta 2, Ga. Kansas City 16, Mo. Philadelphia 34, Pa. 
Charlotte 1, N.C, Los Angeles 13, Cal. Sacramento 14, Cal. 
Chicago 9, Ill. Milwaukee 3, Wis. St. Louis 10, Mo. 
Cleveland 14, O, Minneapolis 15, Minn. St. Paul, Minn. 
Cranston 7, R. I. New York 17, N. Y. San Francisco 7, Cal. 
Houston 1, Tex. Oakland 7, Cal. Seattle 1, Wash. 


Steel Pipe Clamp Fig. 224 
—an exclusive 
Grinnell development 


wuensver PIPING is invoiveo 





A 
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PROFESSIONAL DIRECTORY 


© This Directory is reserved for engineers, accountants, rate experts, consultants, and 
others equipped to serve utilities in all matters relating to rate questions, appraisals, 
valuations, special reports, investigations, financing, design, and construction. » » » 








Tae American Aprpraisat Company 
ORIGINAL COST STUDIES « VALUATIONS « REPORTS 


for 
ACCOUNTING AND REGULATORY REQUIREMENTS 
NEW YORK WASHINGTON CHICAGO MILWAUKEE SAN FRANCISCO 


and other principal cities 








DAY & ZIMMERMANN, INC. 
ENGINEERS 


NEW YORK PHILADELPHIA CHICAGO 
PACKARD BUILDING 








ELECTRICAL TESTING LABORATORIES, INC. 
Electrical and General Testing—Inspections—Research—Certification 


2 EAST END AVENUE AT 79th STREET, NEW YORK 21, N. Y. 
BUtterfield 8-2600 


Jord, Bacon & Davis 


- 

VALUATIONS Eng CONSTRUCTION 

REPORTS Meers RATE CASES 
NEW YORK @ PHILADELPHIA @ CHICAGO e¢ LOS ANGELES 














GILBERT ASSOCIATES, Ivc. 


SPECIALISTS 


ENGINEERS POWER ENGINEERING SINCE 1906 Purchasing and Expediting, 








Steam, Electric, Gas, Hydro, 

Designs and Construction, Serving Utilities and Industrials Rates, Research, Reports, 

Operating Betterments, Personnel Relations, 
Reading * Philadelphia Original Cost Accounting, 


Inspections and Surveys, 
Accident Prevention, 


Feed Water Treatment. Washington e New York 








FREDERIC R. HARRIS, INC. 
FREDERIC R. HARRIS ENGINEERING CORPORATION 
FREDERIC R. HARRIS FREDERICK H. DECHANT 


ENGINEERS 

Reports Designs Management 
NEW YORK 

Atlanta Knoxville Philadelphia San Francisco 
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PROFESSIONAL DIRECTORY (continued) 





HOOSIER ENGINEERING COMPANY 


Erectors of Transmission Lines 
1384 HOLLY AVENUE * COLUMBUS, OHIO 








Soe X h ulji utjian y Coypounlion 


ENGINEERS . CONSTRUCTORS 





WILLIAM 8S. LEFFLER 
Engineers Associated 
Management Consultants 
Cost Analyses for Rate Revisions Regulatory and Municipal Problems 
Rate and Sales Research for Increased Operating Income 
NOROTON CONNECTICUT 








LOEB AND EAMES 


Public Utility Engineers and Operators 
Ice and Refrigeration 


Valuations, investigation reports, design and supervision of construction 
57 WILLIAM STREET NEW YORK 








N. A. LOUGEE & COMPANY 


(SUCCESSORS TO J. H. MANNING & COMPANY) 
REPORTS — APPRAISALS — DEPRECIATION STUDIES 
RATE CASES — BUSINESS AND ECONOMIC STUDIES 
120 Broadway New York 














Pioneer Service SEngineering Co. 


CONSULTING, DESIGNING AND SPECIALISTS IN 
OPERATING ENGINEERS ; ] ACCOUNTING, FINANCING, RATES, 
PURCHASING 7, INSURANCE AND DEPRECIATION 


231 SOUTH LA SALLE STREET F CHICAGO 4, ILLINOIS 
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PROFESSIONAL DIRECTORY (continued) 








e 

DESIGNING ¢ ENGINEERING * CONSTRUCTION 

PIPING * EQUIPMENT ¢« SURVEYS ¢ PLANS Tl cr 
Complete Plants, Additions or Installations . 


every detail geared to more profitable operation ENGINEERS * CONSTRUCTORS * MANUFACTURERS 


See Sweets Files, Refinery Catalog, etc for details 





m Complete Services for GAS and ELECTRIC Utilities 








ENGINEERS 
AND 
CONSTRUCTORS 


SANDERSON & PORTER SaP 



















Sargent & Lundy 
ENGINEERS 
Steam and Electric Plants 
Utilities—Industrials 
Studies—R eports—Design—Supervision 
Chicago 3, lil. 



















STANDARD RESEARCH CONSULTANTS 
INCORPORATED 


INDUSTRIAL SURVEYS — RECAPITALIZATIONS — APPRAISALS — MANAGEMENT REPORTS 
RATES OF RETURN 


HOME OFFice BRANCH 
345 HUDSON ee 33 N. LASALLE en 
NEW YORK I4, N. CHICAGO 2, 











E. A. STEINBERGER 


Ceasulting Valuation Accountant and Engineer 
Depreciation Studies, Original Cost Accounting, 
Valuations and Unitization of Gas Properties. 
Member 
The National Society of Professional Engineers and The Technical Valuation Society, Inc. 


1309 Liberty Bank Building Dallas 1, Texas 
















The J. G. WHITE ENGINEERING CORPORATION 
Design—Construction—Reports—Appraisals 


Consulting Engineering 
80 BROAD STREET NEW YORK 4, N. Y. 









— 
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ALBRIGHT & FRIEL, INC. 
FRANCIS S. FRIEL 
Consulting Engineers 

Water, Sewage and Industrie! Waste Problems 
Airfields, Refuse Incinerators, Industrial Buildings 
City Planning, Reports, Valuations, Laboratory 


1528 WALNUT STREET PHILADELPHIA 2 


LUCAS & LUICK 


ENGINEERS 
DESIGN, CONSTRUCTION SUPERVISION, 
OPERATION, MANAGEMENT, APPRAISALS, 
INVESTIGATIONS, REPORTS, RATES 


231 S. LaSaLie St., Crcaco 











BLACK & VEATCH 
CONSULTING ENGINEERS 


Appraisals, investigations and _ re- 
ports, design and supervision of con- 


struction of Public Utility Properties 
4706 BROADWAY KANSAS CITY, MO. 


ROBERT T. REGESTER 


Consulting Engineer 


Hyprautic Structures — UTILities 
Fioop Controt — Water Works 


Baltimore Life Bldg. Baltimore 1, Md. 











EARL L. CARTER 


Consulting Engineer 
REGISTERED IN INDIANA, NEW YORK, OHIO, 
PENNSYLVANIA, WEST VIRGINIA, KENTUCKY 

Public Utility Valuations, Reports and 
Original Cost Studies. 


910 Electric Building Indianapolis, Ind. 


A. S. SCHULMAN ELEctric Co. 


Contractors 


TRANSMISSION LiINES—UNDERGROUND DIsTRI- 
BUTION — Power STATION — INDUSTRIAL — 
COMMERCIAL INSTALLATIONS 


537 SouTH Dgarsorn St. CHiIcaco 











W. C. GILMAN & COMPANY 


ENGINEERS 
and 
FINANCIAL CONSULTANTS , 


55 Liberty Street New York 


SLOAN, COOK & LOWE 


CONSULTING ENGINEERS 
120 SOUTH LA SALLE STREET 


CHICAGO 
Appraisals — Reports 
Operating — Financial — Plant 











Francis S. HABERLY 
CONSULTING ENGINEER 


Valuation — Depreciation — Service Life 
Studies — Comstruction Cost Indexes — 
Reports 


122 SoutH MICHIGAN AVENUE, CHICAGO 


MANFRED K. TOEPPEN 
ENGINEER 


CONSULTATION—INVESTIGATION—REPORTS 
MARKET AND MANAGEMBNT SURVEYS 
VALUATION, DEPRECIATION AND RATE 


MATTERS 
639 South Spring Street, Los Angeles 14, Calif. 
261 Broadway, New York 7, N. Y. 








JACKSON & MORELAND 


ENGINEERS AND CONSULTANTS 





DESIGN AND SUPERVISION OF CONSTRUCTION 
REPORTS—EXAMINATIONS—APPRAISALS 
MACHINE DESIGN—TECHNICAL PUBLICATIONS 


BOSTON NEW YORK 


WESTCOTT & MAPES, inc. 


ARCHITECTS & ENGINEERS 


INVESTIGATIONS ©¢ REPORTS 
DESIGN ¢ SUPERVISION 
New Haven, Connecticut 











JENSEN, BOWEN & FARRELL 


Engineers 
Ann Arbor, Michigan 
Appraisals - Inv ons + Reports 
rate aiden y —~- - 1, capital 
reclassification, original cost, security issues. 








Representation in this Professional Directory 
may be obtained at very reasonable rates, 
Kindly address inquiries to: 


ADVERTISING DEPARTMENT 
Public Utilities Fortnightly 
309 Munsey Building 
Washington 4, D. C. 
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INDEX TO ADVERTISERS 


The Fortnightly lists below the advertisers in this issue for ready refer- 
ence. Their products and services cover a wide range of utility needs. 
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Utility Round Table 


Utility operating companies that}* 
once could turn to their parent 
holding company for construction 
capital and other financial needs 
have found the counsel offered at 
the Irving Trust Company Investor 
Round Table Conferences a boon to 
a better understanding of their 
newly acquired responsibility. To- 
day the bank will complete its 
itleighth such conference, the final 
meeting of the current series that 


OF IRVING TRUST’S began last October. Since that 


time nearly 100 senior officers, in- 





im oO 




















i 
| *) 
wv 






*. 






™ ome cluding three board chairmen, 
P bl | It lit eighteen presidents, twenty-six| 
u 1C 1 y vice presidents and fifteen treas- 
, urers, representing forty-five utili- 
,ties operating in nineteen states; 
CONFERENCES | have cttenden the meetings. In 
all-day meetings, participants in 
discussions have included invest-|5 
ment bankers, top-ranking secu- 
rity analysts, insurance company 
officers representing the institu- 
k Times’ ’ . — —-s ag age —— 
i] “lofficers of the New Yor oc 
The “New Yor , , |Exchange, and several financial 
said recently -- editors from New York daily news- 
3 papers. 
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e@ Our Public Utility Department . . . consisting of a 
specially organized group . . . will gladly confer with your 
company on financial problems and cooperate with you in 
| formulating an overall program. This Department is under 
the direction of Tom P. Walker, Vice President, who was 


prominent in the management of utility companies for, 










many years. 





Ca? (x >» 
IRVING (TRUST 






NEW YORK 15, N. Y. 





ONE WALL STREET 











MEMBER FEDERAL DEPOSIT INSURANCE CORPORATION 
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